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Preface 


WHE book Indian Economy Since Independence was primarily designed 
to meet the requirements of the syllabus for B.A. (Hons.) students 
_ of economics of the University of Delhi. The recommended 
dings being scattered in various journals, official documents and 
KS, were not easily accessible to students as well as teachers. It was, 
fore, strongly felt by many of my teaching colleagues that some one 
ald compile the essential readings in a book which could be easily 
lable to students and teachers. My work on the edited volume Indian 
gnomy Since Independence has, therefore, been an humble attempt 
ards this end. 
The book, which was originally designed for the students of the 
liversity of Delhi, is now well-recognised in other universities too, 
dating late Prof. V.K.R.V. Rao’s comments for the first edition of the 
ok: 
...[t will be a most unusual kind of text-book for pioneering which 
you deserve congratulations. I, therefore, send you my good wishes 
for the success of the publication and its use by students who do 
Economics Honours not only in the University of Delhi but also other 
Universities. 


The first edition was published in 1988 and since then, year-after- 
lar, the book has been revised in the light of the changing course 
mMtent and new readings recommended from time-to-time as well as 
King cognizance of the latest developments and policy issues affecting 
§ Indian economy. Accordingly, the present edition (34) has been 
Sroughly revised. Starting with Indian Economy at Independence, 
l¢ book in seven parts covers: planning, institutional framework, 
mstraints and role of the state, India’s economic reforms and reflections 
fh unfinished agenda, fiscal and budgetary developments, evolving 
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contours of monetary policy, India’s demographic transition an 
consequences for development (Part a}; growth and structural he 
since 1950: India’s growth story including the state level cove 
regional disparities, India’s growth prospects and policy opt 
emerging from the pandemic’s shadow, a plan to make growth inclu: 
and empowering (Part 2); assessment of growth experience: pove 
inequality and unemployment, rising inequalities in income in India: 
role of socio-political factors, inequities in health services, labour 
employment (Part 3); Part 4, 5, and 6 cover the sectoral develop ont 
the Indian economy viz., Indian agriculture: developments, issues, poli 
and agenda for reform (Part 4); industrial developments and p oli 
since independence, economic reforms and manufacturing sector groy 
strategies for disinvestment and privatisation, India’s competition lay 
services sector: trends opportunities and challenges, infrastructure sec 
developments and bottlenecks in executing infrastructure developmer 


tary policy in line with the changing character of the economy (Pz 
dia’s external sector: policies, developments and issues, extern; 
1agement, FDIs flows and developments, India and WTO (Par 
iding chapter 38 (Part 7) looks into the State of India 
in overview, comparative perspective and what th 
w—the continuing impact of COVID-19 pandemic 
ge to prospects for growth in Indian economy | an 
e policies for rebuilding both in the short and long 


hope that this thoroughly revised 34" edition wi 
ds of students and teachers of Indian economy. ng 
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Part I 


Planning, Institutional Framework, 
Constraints and Role of the State 
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UMA KAPILA 


Indian Economy at Independence: 
Planning, Market and the State 


he Colonial Regime 


The pre-Independence period was a period of near-stagnation for 
e Indian economy. At the time of Independence, Indian economy was 
ught up in a vicious circle of poverty characterised by one of the lowest 
er capita consumption and income levels among the countries of the 
orld. Low income levels resulted in low levels of saving and capital 
rmation and therefore, low productivity and low level of income and 
is vicious circle perpetuated poverty in the country. Further, the size 
f the market being limited because of low incomes, entrepreneurs 
little incentive for making investments in diversified fields and 
erefore, the productivity in the economy continued to be low thereby 
erpetuating low incomes and mass poverty. | 
Judged in terms of per capita incomes and standard of well-being, 
e Indian economy remained more or less stagnant during the colonial 
egime. Quoting from the First Five Year Plan document: 
This is primarily because the basic conditions under which an economy 
can continuously expand have been lacking. The impact of modern 
industrialism in the latter half of the 19° century was felt in this 
country initially through imports of machine-made goods from abroad 
which reacted adversely on the traditional pattern of economic life, 
but did not create the impulse for development along new lines. The 
transition that followed was characterised not by expansion of industry 
and a diversification of the economic structure but by a decay of India’s 
traditional arts, crafts and industries and by an increasing pressure of 
population on land. This retrogression led to a decline in productivity 
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Table 1.4 
Distribution of National Income and Workforce Sectorwise 
Lene | (%) 
Sector National Income Workforce 
(1948-49) | (1950-51) 


Agriculture, Animal Husbandary, 
Forestry, Fisheries 


49.1 72.3 
Mining, Manufacturing 
Industries, Small Enterprises 17.1 10.7 
Trade, Transport and 
Communications 18.5 | vay 
Other Services, Professions, 
Administration, Domestic Services 1517 9.3 
Total 100.0 100.0 


urce: Bettlehem Charles, India Independent (p. 2). 


As can be seen, agricultural activities contributed nearly 50 per 
at to India’s national income. Mines, factories and small craftsmen’s 
rk contributed only one-sixth, even lower than the figure for trade, 
ansport and communications, and hardly greater than that for other 
rvices. | 

Regarding the occupational distribution, 72 per cent of the total 
orking force was occupied in agriculture. Less than 11 per cent of the 
orking force was employed in all the forms of industry, whereas the 
ganised industries employed only about 2 per cent, a figure lower than 
le number of administrative workers (2.7%). Less than 8 per cent was 
aployed in trade and transports, less than 10 per cent in other services. 
ese statistics speak for low level of industrialisation. 


ie Agrarian Scene 
lagnating Agriculture 


Colonialism became a fetter on India’s agricultural and industrial 
elopment. Agriculture stagnated and even deteriorated over the years, 
pecially during the first half of the 20" century when the full impact of 
Monialism began to be felt. Per capita agricultural production declined 
Fa rate of 0.72 per cent per year during 1911-1941 (Blyn, 1966), The 
uation was worse insofar as per capita foodgrain output was concerned: 
aring the same period, it declined by 29 per cent, i.e., at a rate of 1.14 per 
nt per year. Even though the per capita non-foodgrain output grew by 


* per cent, it failed to make up for the decline in foodgrain output (Blyn, 
966). 
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St i Industry and its Structure 
shrother aspect of India’s economic backwardness 
ustry in spite of her vast industrial re todas owen 


* sources. India’s iron or 
| “a estimated at 21 thousand million are a quarter of the total 
id deposits, manganese deposits are the third largest in the world. 


oly SO possesses deposits of chromium, gold, bauxite and various 
ferrous metals, which are important raw materials for atomic 
istries. Finally, gypsum also exists, as does mica, the latter deposit 
g one of the largest in the world. India is equally rich in her energy 
ential. India’s resources as a whole would give her a leading position 
orld industry, in particular the steel and engineering industries and 
-hemical industries based on coal (Bettleheim, 1968). 
Given this potential, we may now examine the state of India’s 
strial development immediately after Independence. 
india’s industrial situation in 1948 was the result of a long period of 
nge in which modern industry replaced the traditional crafts. 
Foreign trade statistics best show the effects of ‘deindustrialisation’. 
still an exporter of manufactured products at the end of the 
century, becomes an importer. From 1815 to 1832, India’s cotton 
ts dropped by 92 per cent. In 1850, India was buying one quarter 
sritain’s cotton exports. All industrial products shared this fate. 
The ruin of the traditional trades and crafts was the result of the 
Hish commercial policy. Restrictions were imposed upon Indians 
orting to the West, while favours were granted to British exporters, 
9 flooded the Indian markets. 
Modern industries began to develop during the second half of the 
* century but their progress was exceedingly slow and stunted. Up to 
yery end of the colonial period, the level of industry and technology 
ained low. During the 19" century, industrial development was 
fined to cotton and jute textiles. The iron and steel industry 
sloped after 1907 while the sugar, cement and paper industries and a 
rengi ing firms came up in the 1930s. 
s “ee mm ese 1946, ‘ea and jute textiles accounted for nearly 30 
: t of all workers employed in factories (Kumar, 1984). 
According to the Census of manufacturing in 1951, which satin 
larger enterprises, of the total value added in manufacturing, ‘ 
cent originated in cotton and jute textiles, 6.6 in sugar, 8.4 in 
ineering, 7.6 in steel, 4.1 in chemicals and 2.1 in cement, ne 
Consequently, even though modern industry developed quite iN 
1918—its rate of growth being 3.8 per cent per annum—it ha 
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little impact on the overall economic situation for its share in & 
national income at the end of British rule at 7.5 per cent was qui 
insignificant. In 1913, it was 3.8 per cent (CEHI, 1984). Mode 
industry perhaps barely compensated for the displacement of traditic 
handicrafts (Chaudhuri, 1979). \ 
In 1951, only about 2.3 per cent of the labour force was employee 
modern industries. According to the Planning Commission, the numb 
of persons engaged in processing and manufacturing (including artisz 
industries) fell from 10.3 million in 1901 to 8.8 million in 1951, e 
though the population increased by nearly 40 per cent. Moreover, 
1951, of the total industrial output, at least 60 per cent was by tl 
unorganised, small enterprises (Jalan, 1972). 
An important index of India’s industrial backwardness was f 
virtual absence of capital goods and machine industries. In 1950, Ind 
met 90 per cent of its needs of machine tools through imports. Lopsi 
industrial development was yet another striking feature. Industries we 
concentrated only in a few regions and cities of the country result 


jute textiles, sugar, soap, paper and mat nes 
ise of a strong a ae capitalist 


This industrialisation took place without Indi 
al revolution as Britain did. 


las e A and B banks had 4,644 offices or one offid 
iS. . Underdeveloped banking and insurance mean 


aS 4 us 0 Ae 
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iat the Indian entrepreneurs could not mobilise 


so, British-controlled banks starved Indian j 
avoured British-owned and controlled enterprise 
The growth of foreign trade and the rapid construction of tailw 8 
vhich could have been the positive factors, unfortunately batiiisd 
struments for the underdevelopment of the Indian economy. Under 
imports displaced indigenous handicrafts 
nd prevented the rise of new industries. In 
he absence of a simultaneous industrial revolution, railways had only 
ntroduced a commercial revolution and further colonialised the Indian 
sconomy. The layout of railway lines and the railway freight rates policy 
romoted the export of raw materials and distribution of imported 
goods, for they encouraged traffic with ports as against traffic between 
inland centres. The railways also did not have any forward or backward 
ages. They had encouraged the steel and machine industry, not in 
india but in Britain. They had served as a social overhead not for Indian 
but British industry and their external economies were exported back to 
Britain. | 
Till the late 1930s, foreign capital dominated the industrial and 
ancial fields and controlled the foreign trade network as also part of 
the internal trade that fed into exports. 

It is important to keep in view, in this respect, that foreign 
avestment rarely marked a transfer of capital to India from abroad. It 
as far less than the unilateral transfer of capital or the ‘drain’ from 
ia. Three other characteristics of foreign investment were important. 

(i) It contributed to ‘the guided underdevelopment’ of India by 

concentrating on the production and export of raw materials 
and foodstuff. 
(ii) It went into sectors which catered to foreign markets and not to 
India’s home market. 

(iii) The multiplier effects in terms of income, employment, capital, 
technical knowledge, and growth of external economies of 
these investments were largely exported back to the developed 
countries (Jalan, 1992). 

We may sum up India’s economic profile at the time of Independence 
as: stagnating per capita national income, abysmal standard of living, 
stunted industrial development and the bulk of the population 
dependent on stagnating, low-productivity semi-feudal agriculture 
Jalan, 1992). iy 
The end Hi of colonial underdevelopment was the pauperisation 
of the people especially the peasantry and the small artisan. Extreme 
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ate a Plan for the most effective 
’s resources. 


mrces of the country and to formul 
t Dalancec Utilisation of the country 


ive Year Plan, India embarked 
mic development of the country. 
period 1951-1956 followed by 
Third Plan (1961-1966). After a 
act of exogenous shocks such as 
ented drought for two successive 
| ~67, the country resumed the Fourth Plan in 
oY covering the period 1969-1974. Then came the Fifth Five Year 
an (1974-1979) which did not complete its five years because of the 
nge of party in power. With the coming into power of the Janta Party 
overnment, the Sixth Five Year Plan was launched in 1978 covering 
he period 1978-1983. Again, with the change in Government in 1980, 
he new Sixth Five Year Plan was started, covering the period 1980-1985 
nd followed by the Seventh Plan (1985-1990) which was completed by 
arch-end, 1990. The Eighth Five Year Plan, to begin from April 1990 
overing the period 1990-1995 could not be finalised and again, we had 
wo years of annual plans. After a gap of two years, the Eighth Plan was 
aunched in April 1992, covering the period 1992-1997 followed by the 
linth Plan in April 1997 (1997-2002), the Tenth Five Year Plan (2002- 
2007), the Eleventh Five Year Plan (2007-2012) and the Twelfth Five 
ear Plan (2012-2017). 


Il 


PLANNING, MARKET AND THE STATE 


The launching of the First Five Year Plan in April 1951 initiated : 
process of development aimed not merely at raising the dean ivalogs 
iving of the people but also opening out to them new opportunities for 
a richer and more varied life. This was sought to be achieved by planning 
fc social justice. 

Sap Year Plan contains one of the ehaa Nee Ra 
formulations of the need for planning and of the States re e Ape 
Planning’, it pointed out, involves “acceptance of a cea jas 
of objectives in terms of which to frame overall pn he ih ict 
of a strategy for promoting the realisation of the ends de yn 
working out a rational solution to problems—an attempt to co 

means and ends” (Planning Commission, 1951). 
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Perceptions, it was f 
; elt that i 
questions relating to how wrodh to ove whee eaihea 
ve, where t 
to invest could be best handled with th Rovian 
% be observed from the above that th ae 
nat the Indian pl 
basically : planners 
; a supply-side view of the planning problem. The 
ts demand can possibly be a constraint on the 
jot even mentioned as a hypothesis th rk 
(presamabi = needed to be rejected. The 
7 y, was the belief that with an active state policy 
tme ssibl i : es 
ae possible slack in the economic system would be utilised. 
oe nsidered, the argument was right. There was littl i 
ur . oF e Keynesian- 
pe unemployment in India in the early 1950s. There was c 
ication for concentrati MN ARS 
ae E ntrating on factors promoting savings or 
— . TI Indian planners could at that stage maintain 
¥ a oa at a growth in the aggregate level of investment 
. that, proportionalities apart, the growth process was unlikely 
P on. . so long = public investment was growing at a fast pace. 
: em to look into areas where public investment could be more 
tfully deployed, in the long-term. There were three major possibilities 
ch could be expected to balance supply with demand along a growing 
renc line. First, public investment would be concentrated in the area of 
nfrast e. Secondly, public investment could be directed primarily 
ards agriculture. Thirdly, public investment could be directed 
D rime ily towards industrial development. Indian planners obviously 
id attempt all three, as any reasonable planner can be expected to do in 
such situations. The First Five-Year Plan (1950-1955) focused on the first 
two types of investment. At the time of the Second Five-Year Plan (1955- 
1960), however, a major change was brought about. Indian planners 
operated on the assumption of a low elasticity of export demand 
ompanied by a system of strict import allocation, Thus, they were in 
reality operating on the assumption of a nearly closed economy. In such 
an economy, if savings were to be substantially raised from a low initial 
evel of around 5 per cent in 1950 to 20 per cent in 1975, intersectoral 
‘consistency over time would demand that the productive capacity of the 
capital goods sector would have to rise at an accelerated rate to convert 
growing savings into additional real investment. It was therefore the 
need to raise the real savings rate that led Indian planners to accord 
; a faster rate of growth in the capital goods sector, although 
primacy to & ne 
doubtless there could have been other considerations such as building up 


defence capability. 
Indian planners igno 
The issue was pose 


formulated. A projecti 
_ pian document, and the p 


subscribed 
argument 


red the trade option as a major source of growth? 
d at the time the Second Five-Year Plan was 
on of the balance of trade was attempted in the 
lanners concluded that no significant increase 
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A6 aha cake ae A 
he short run could be expected. However, they ~ 
trialisation has proceeded some way © 
ected in larger export earnings... 
The development of a heavy capital — 
goods base over a period of time would lead to the diversification of i 
the export basket in the direction of manufactured goods, including 
machinery and equipment; while the increase in ermployment, leading © 
to an expanded demand for consumer goods, would be met by pursuing 
‘capital-light’ methods of production. That this would not enable India 
to be competitive in the world market for textiles was considered to bea © 


short-term adjustment problem. 


in export earnings in t 
recognised that ‘it is only after indus 
that increased production will be refl 


The argument, briefly, was as follows. 


Role of the State as Visualised in the 1950s 

At this time in the early 1950s, it was believed that the state cou 
play a significant role both in raising the domestic rate of savings at 
in putting it to more productive use. Pre-industrial economies ai 
predominantly rural and agricultural in character. They have land tenur 
stems in which a substantial part of the surplus over subsistence nee d 
cultivators and farm labourers gets appropriated by a small 
m-cultivating land owners and intermediaries (especially unde 
is stem and other feudal forms of tenure) and used f 


a 


ncing prices of agricultural commodities 


ent of contracts, the state also has 


lity for providing elementary education 
water and other facilities which are in 


mat 


civ sed society and which, in addition, 


gene al level of productivity. The latter 
§ external economies—raise questions as 


ervention is necessary and justified. 
vorks, major irrigation, steel plants, 
4ents on a scale far beyond the capaci y 
in the nature of natural monopolies 


ment 
gh not regulat 

ly phases of Indi direct ownership and operation, During the 
Siebalal whee thar, Planning, given that indigenous industrial 

few in number and had relatively limited resources 


ion ‘ist ieee avoured a large, direct role for the state in 


~ saad Prefer to spend on current consumption rather than 
ve when Baas relatively limited opportunities for investments that 
x " attractive returns. A relatively stagnant, slow growing economy 
aplies that profitable opportunities for investment are limited. State 
ervention can help expand such opportunities in several ways. 
Public mobilisation of idle labour for creating productive assets 
specially roads, irrigation, land improvement, schools, rural hospitals 
ic., increase the potential productivity of private resources and 
ereby create profitable private investment opportunities. Under 
ertain conditions, increased public expenditure can enlarge the scope 
profitable investment by creating additional demand for goods and 
ervices. Both these effects are likely to be considerably strengthened 
there is a coordinated programme of investments for ‘balanced 
levelopment’ ensuring that supplies of key inputs and services grow in 
ep with the demand for them. This aspect is particularly important in 
the case of activities which are closely inter-related. With a coordinated 
‘ogramme, the risks of shortages or excesses of particular goods or 
ervices are substantially reduced. Reduced risks induce business to 
avest more. 
Finally, strong state intervention is a logical corollary of the goals 
f social justice and preventing concentration of power which have been 
explicitly incorporated among the Directive Principles of State Policy in 
the Constitution. In addition, the Directive Principles lay emphasis on: 
(i) Securing to all citizens the right to an adequate means of 

livelihood; 

(ii) Ensuring that distribution of ownership and control of materia 
resources is regulated in a manner which best serves the 


common good; Ne 
(iii) Preventing the concentration of wealth and mean 


production; and 
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(iv) Protecting children from . 
ic necessity. 


account of econom | 
2 | sanction, they do reflect 


Though these provision: i 
‘social justice 
importance attached to ‘social ju 


nature of state intervention. | 
an put it, whether one thinks of the problem 


the introduction of new techniques or of 
the extension of social services or of the overall realignment of the 
productive forces and class relationships in society, one inevitaaae 
comes to the conclusion that a rapid expansion of the economic and 
social responsibilities of the state will alone be capable of satisfying the 
legitimate expectations of the people. This need not involve complete 
nationalisation of the means of production or elimination of private 
agencies in agriculture or business and industry. It does however mean 
a progressive widening of the public sector and a reorientation of the 
private sector to the needs of a planned economy 


Altogether, as the First Pl 
of capital formation or of 


—Planning Commission, 1951 ~ 


Evolution of Strategy and Priorities 


___ The First Plan provided an incisive general analysis of the na 
the country’s development problem and various options for mobilisa 
sources and achieving development with more equal distributiot 
was special emphasis on the role of mass mobilisation of id 


a) . 


3 an Projected, rather optimistically, that savit 
0) ortion of national income would rise from é 
the early 1950s to 20 per cent by 1968 7 
fe eafter. Aggregate income was expected t 
pears and per capita income in 27 years. 
an of the modest first Plan was followe 
Five Year Plan. The Plan’s author, PC 
tical foundation for it with a closed 
WO sectors, one of which 


ae . model was that the greater 


d to Mcreasing the capacity of 


fun growth in consumption 
n this model, rapid long 
much sacrifice of short-rut 
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ie. Ng scarce investm t 
i Producing (and intermediate goods ducing) ne capital 


included stepping up the rate of investment 
at a more moderate pace than envisaged in the first plan) and 
—_— policy of developing an indigenous heavy industry base 
mprising metallurgical, chemical and machine building industries) 
| lay the foundation for accelerated self-reliant growth, with a leading 
le for the public sector. Accordingly, the 1956 Industrial Policy 
esolution emphasised that the state must play a progressive role in the 
evelopment of industries and as the Resolution puts it: 
The adoption of socialist pattern of society as the national objective, 
as well as the need for planned and rapid development, require that all 
industries of basic and strategic importance, or in the nature of public 
utility services, should be in the public sector. Other industries which 
are essential and require investment on a scale which only the State, in 
present circumstances, could provide, have also to be in the public sector. 
The State has, therefore, to assume direct responsibility for the future 
development of industries over a wider area. 
The encouragement of labour-intensive forms of producing 
lass consumer goods was seen to be a potentially important way of 
econciling the conflict between emphasis on heavy industry (which 
yould generate faster growth of income and employment in the 
ong run) and the need to generate adequate jobs for the currently 
employed and underemployed in the transitional period. . 
The dominant growth orientation articulated in the Mahalanobis 
strategy of the Second Plan continued into the Third Plan. Thus, the 
economic growth was expected to take place through the modern 
industrialisation. The industrialisation in turn, was expected to be a 
eplica of the same process that had taken place in the historical past in 
he advanced countries. However, the relatively greater emphasis on the 
ong-term growth in an import-substitution oriented strategy required a 
modification in the industrialisation process. This consisted of a strong 
accent on the creation of domestic capacity in the direction of producing 
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pital goods. In this strategy, the put 
sector was expected to play a dual role of: (i) promoting the growth 
infrastructural facilities and the creation of capacity in the basic a 
heavy industries and (ii) reducing the concentration of economic por 
through the expansion of public ownership of means of production, 
An attempt was made with a reasonable success in implement: 
the long-term growth maximising Mahalanobis strategy dur: 
the Second and the Third Five Year Plans. There was, as a resull 
considerable acceleration in public sector investment in infrastruct 
(roads, railways, major and medium irrigation) and indirectly product 
snvestments in universal intermediates like steel, coal, power and hez 
electrical machinery. Although the encouragement to the cottage, vil 
and small scale industries as a means of providing employment as 
anding the supplies of consumer goods were conceived as part of #1 
tegy, very little was achieved in this regard. Similar was the fate 
e policies towards the reduction of inequalities. 
stated by Kaushik Basu (2004), “The actual policy 
wed in its early days of independence was a ixture 
nd almost contradictory) visions. A Soviet-sty 
eloped, but without the state having a monope 
resources. Capitalism was allowed to flourish, br 
nurtured. Huge investments were me de i 
he same time several sectors were protecté 
‘cale sector. Capitalism was criticised but 
alism was never practiced, but the rhetoric ¢ 
a burgeoning bureaucracy became the s gat 


the aggregate performance, this phase reco Je 
per cent compound growth rate of ind ri 
smpound growth rate in the foodgrains ou pu 
er cent growth rate in per capita income. All the: 
nted a sharp acceleration over the pre-Independen¢ 
nd rial structure came to be established. This was 


capital goods to produce more ca 


- ae 
es 
Y ral 


e planning efforts. 
h ase spanning roughly over the first three Five Yee 
have cterised by fairly sustained growth in per caplt 
cceleration in public sector investment and in th 
rial output. This phase was dominated by the gro nth 


r : jetxategy. j 


Be 


950s and 1960s we 
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_ , and support for 
BY m the political leadership. The Planning Commission could 


of vision, direction and an integrated overall perspective 
a course of the economy. This provided a framework in 
estment allocations could be decided and the justification for 
ojects and programmes could be evaluated. The Commission 
estige and began to play an important role in mediating the 
‘ent ministries, of the Centre vis-a-vis the states and of 
nt States over limited development resources. It also pioneered 
ent evaluation of the actual working of selected schemes and 
ipact. According to Tendulkar, “Whatever success that had been 
the growth oriented development strategy of the first phase 
ibuted to the credibility of the planning process.” 
lis atmosphere changed dramatically after the drought and the 
texchange crisis of the mid-1960s. The sudden increase in defence 
iture consequent to the armed conflicts with China and Pakistan 
ue levelling-off of foreign aid, all in the short span of three years 
)-1965), put the economy under severe strain. A crisis occurred 
two consecutive droughts hit the country in 1966 and 1967 and 
DP declined in absolute terms. 
ae sharp deterioration of the economic situation and the security 
mnment highlighted two main weaknesses of the existing strategy, 
ly, the relative neglect of agriculture and a critical dependence on 
he two-year period 1965 and 1966 witnessed the worst drought in 
= memory and consequent famines in large parts of north India. 
he same time, all aid was cut off to India by the donor countries 
scount of the Indo-Pakistan War of 1965, including food aid. The 
8 uence was a virtual collapse of the economy, and recourse had to 
en to extraordinary financing from the International Monetary 
| (IMF) and the World Bank, which were accompanied by stiff 
itionalities. 
this traumatic experience brought food security into the forefront of 
policy imperatives, which was further buttressed by the observation 
Biistained industrialisation was not possible without adequate 
sion of wage-goods. The Fourth Plan, conceived after three years of 
4 oliday, therefore, had to have food security as its centrepiece. 


The Fifth Plan recognised that growth ri pres ‘ 
not necessarily improve the living conditions O : ‘ Wit ‘ ra 
the poor. The concepts of ‘minimum needs ‘s a \ 
programmes were ‘nnovations of this Plan, whatev y ns 


success achieved in implementing them wedge ne eel 
The Sixth Plan for the first time recognised that the f 


Mahalanobis heavy industrialisation strategy in raising the ‘am 
rate of the country had created a situation where ote it 
were becoming evident in certain industries. There a there 4 
shift in the pattern of industrialisation, with lower emphasis on es 
industries and more on infrastructure. The Seventh Plan represents | 
culmination of this shift. In perspective, it may justifiably be te d 
the infrastructure plan. It was also during this period that a reapp i 
of the import-substitution strategy begins, and a gradual liberalisati 
of the Indian economy is initiated. : 
‘The Eighth Plan was overtaken by the crisis of 1991, and fl 
smic reforms that came in its wake. The dramatic events and pol 
of the two-year Plan holiday period between 1990 and 19§ 

ill reappraisal of the planning methodology, and f 


ointed out, “four decades of alleged 
le to make the country literate, provid 


ne average Indian was 29 per cent ¢ 


1979 it had reduced to 20 per cer 


2 vorld citizen. This means that th 


s (2014: 13): 


€ ntradictory effects. On one hand, — 
n of ciently, for building a modern ~ 
i self is a remarkable achievement. _ 
Ousty served to stiffle native Indian 
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“Mndergone some change in recent times because 
i constrained the Indian government's ability to 
Stments of different kinds. As far as the second 
d although Indian private investment is now freer 
E Still struggles in the face of an overbearing state. 
. Conditions for its success, the state seems overly 
ocietal resources in order to underwrite its populist 
of creating a “rights based welfare state”. 
Five Year Plan documents states, “In the background 
aning for development over the last 40 years and 
peratives for change as they have emerged now, a 
asked: what will be the role of planning in future?” 


a Market Economy 


role for centralised planning in a market economy 
lit eralisation? The question was debated at some 
of the reforms launched in the 1990s to liberate 
licensing and controls. It was realised that after 
ing that was practised in the first four decades after 
10 longer tenable. In due recognition of this reality, 
192-1997), the first to come out after the initiation 
ted in its preface: “The Plan is indicative in nature”. 
has to be primarily indicative and the state can at 
for private enterprise was reiterated in the plans that 
fenth, Eleventh and the Twelfth Plan. 

can be helpful in a market economy by providing 
ation and prescription” has been acknowledged even 
ly market-oriented, like Korea and France (Kuznets, 
ere can be no gain-saying that planning in a largely 
omy cannot proceed on the same footing as in an 
savily controlled by the state. In the Indian context, 
sre has to be a clear shift in the focus of planning now 
past. 


e of State 


2 role of the Government to reflect the changed 
p the economy must be an important aspect of future 
A r ition is necessary both at the Central government 
tate government level. 
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Although the competing virtues of the market mechAr 
governmental action have been much discussed in the li : att 
comparative merits of the two forms of economic de isio 
thoroughly context-dependent that it makes little sense a | 
a general ‘pro state’ or ‘pro market’ view. For proper under 
‘the distinction between the state and the government may be ¢ 
significance. The state is, in many ways, a broader concept 
includes the government, the legislature that votes on publ 
the political system that regulates elections, the role that is :: 
opposition parties, and the basic political rights that are uph 
the judiciary. A democratic state makes it exceedingly difficult | 
ruling government to be unresponsive to the needs and value 
population at large (Dréze and Sen, 2002). iW 


There is a similar question about the context-dependence 


of th 

of the market mechanism. y J 
The recent history of Asia and Africa provides plentiful ex 

of market exchanges being used to make profits out of the mi: e 
millions. There are also cases where the market manages to mi 


7) 


the extent of a shortage quite badly, and causes suffering ; er 
—as a result. Thus, to take general ‘pro market’ view without. NY 1 
attached is no less problematic than takin e 


d a al : QV rr 
view (Dréze and Sen, 2002), 54 ene ae cog 
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There is a close interdependence between markets and gover 
n particular, the operation and success haul 
epi} influenced by the nature of 

a > ‘iri Al As Basu puts it, “There is no escape from th 
Os i ie gent action from government. Government o1 
nc concommitant subst 
B50.) of efficient markets, not a su DSI 


es of the market mec nis 
governmental arrangemen 
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aes can hardly function in the absence of legal p Ovi 
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and contractual entitlements. 
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— countries in Bast Asia (in particular South Korea, 
IN re and more recently, China and Thailand), 
‘ — a. ‘nie “re as elsewhere—are often dominated 
q , ecting either uncritical faith in the 
lin ‘Opposition to it. Indeed, there are signs of both ‘market 
i market phobia’ in the sharp exchanges that characterise 
this subject (Dréze and Sen, 2002). 
hia involves complete faith in the efficiency and other 
the market, regardless of context. It calls for indiscriminate 
1 and privatisation. Market mania played a role in Russia’s 
ds a market economy in the 1990s with its catastrophic results, 
lia, a common form of market mania is the notion that radical 
aon is all it would take to ‘kickstart the economy’. ‘This belief 
, to Dreze and Sen is naive in several ways. First, it is based on a 
eading of the impediments that are holding the Indian economy. 
fant failures go much beyond a lack of market incentives, and 
lude widespread illiteracy and undernourishment, inadequate 
acture, the paralysis of the legal system, endemic corruption, 
public services, to cite a few concerns. Market mania overlooks 
k of preconditions in the Indian economy for the kind of take-off 
s followed market-oriented reforms in countries ‘such as China 


eres 
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fact, there is a deep complementarity between market efficiency 
tate action. The performance of the market is highly contingent 
sous forms of state action, from the provision of an adequate 
Framework to redistributive policies. One implication of these 
lementarities is that liberalisation does not necessarily diminish 
nportance of state action. This applies even to regulation itself, in 
- as a relaxation of one type of rules often calls for developing new 
of a different type. For instance, allowing private entry into new 
rs (such as medical insurance or electricity distribution), which may 
nsidered as a form of deregulation, calls for an adequate overseeing 
2 ork, especially if these sectors have features (e.g. economies of 
information asymmetries, pervasive externalities) that interfere 
the efficiency of the market mechanism. Even in wes 
omies’, including the United States, this necessity is well recognised. 
cording to Kelkar and Shah (2019), in the real world, many 
rventions are ill-advised: they are not motivated by the desire 
ddress market failure. And many interventions fail. The state is 
dosed to be a machine that converts coercive power into human 
are. But human societies fare poorly in controlling and channelling 


tern ‘market 


war 
Peas Sera sets effective, incentive compatible rules 
with minimal interference, and, at the same 

* + sai, i. Ba helping the poor by ensuring 
le ealth services and receive adequate 
et food. This rollback of the Government in the former will 
to devote more energy and resources to and be more effective 
ter (Economic Survey 2009-10). 

rd ng to Ashley Tellis (2014), “Indian Socialism created an 
at state. Not only was the Indian state inefficient in the sense 
produced goods and services far more wastefully than could be 
y priv ate competitors, but it was also structurally inefficient in 
id not discharge the obligations that a state is responsible for as 
necessity”. 
te Joshi (2018): 
form of the state is just as important as repairing the relation 
tween the state and the market. It is incomplete, even misleading, to 
racterise the content of economic reform as ‘rolling back the state’, 
re and simple. There are limits to how much the state can leave or 
fsource to the private sector. There are some valuable things that only 
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= state can do. 

e competence of the Indian state has been declining relative to 
s increasing demands placed on it by the political awakening of 
advantaged groups, the high aspirations of the people, and the 
quirements of a complex and rapidly growing economy. State 
action in India takes two main forms: weak capacity in delivering 


s core functions; and the prevalence of corruption in state-business and 


fate-citizen relations. 

adia began at independence with relatively strong institutions. But 
here has been little effort to build on this platform, and the problem has 
‘ow reached a stage where it needs urgent attention. There have been 
many committee reports but nothing much to show for them. Continued 
sclect would be hazardous because rapid and inclusive growth will be 


; i instituti dations. 
mnossible in the long run without strong institutional foun 
oo ; _Vijay Joshi (2018) 


vance of Planning Commission 


rding to Rangarajan: 
i on as 
| here is a need to evaluate and restructure every organisatl 
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ge and the Planning Commission is no exception. 
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aa One approach takes 


Restructuring an organisation can be of two types. wi 
; . . . uc u 
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hile some may be fully implemented during the 
prementation of others would continue into the 
Bin 


4 oR ae 13 different tasks to NITI Aayog which 
my ‘ jor heads, namely: (i) fostering cooperative 
providing structured support to states on a continuous 
mutation of a strategic vision and long-term policies and 
‘ramework both for the macroeconomy and for different 
acting as a knowledge and innovation hub and providing 
ts by undertaking and accessing globally available research: 
vid ng a platform for interdepartmental coordination. 
he effectiveness of NITI Aayog will depend on how it charts 
rse for itself. Niti Aayog was expected to prepare a 15 year 
lowever what it has done is, prepare a New India Strategy 
2ven that has been upended by the pandemic, remarks Ajay 
(20 May 2022). The important question is whether the Aayog 
influence when it does not have the power to give grants and 
loes not have the powers to make plan allocations to different 
s and departments. 
“success of the institution in achieving interministerial, 
partmental coordination will depend on the trust and 
ion it receives from them and the harmony with which the 
ad various ministries work. There could be tensions between the 
fats in the Aayog and various ministers on the one hand, and 
ws e technocrats and bureaucrats on the other. There is also the 
of bureaucratisation of the Aayog. Similarly, success in fostering 
‘tive federalism will depend on the trust of and cooperation 
he states. In particular, the Aayog will have a tremendous task 
sing the character and charting a course to make it an important 
it on in Indian federal polity to transform India (Rao, 2015). 
'a recent paper Ajay Chhibber (May 2022) argues, India went uy 
) ning just when the rest of the world discovered e ii ia 
Enent planning. A review by Chimhowu et al. (2019) #2 oe - 
: e world shows that over 130 countries have produce a5 ) wi 
yment plans to show their priorities for achieving SDGs. Many 
are a product of national consensus processes although some 
ned mainly technocratic elites. The five-year jag! Gi 
s the most popular although some para eee oe 
Vea Bt 
nts. National Planning Commissio Se os 
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India’s Economic Reforms 
Reflections on the Unfinished Agenda 


Introduction 


There can be no doubt that India has done remarkably well in the 
past three decades. In this paper, I want to focus on the half-empty, not 
the half-full, cup of achievement. India still has around a quarter of its 
billion-plus population surviving in extreme poverty, and two-thirds of 
its people poor enough to have extremely circumscribed opportunities 
to lead a fulfilling life. To become a prosperous, high-income country in 
the next two decades, India will have to achieve, over that time-span, 
economic growth that is super-fast and inclusive. By ‘super-fast growth’, 
I mean a growth rate of 8 per cent a year OF more; by ‘inclusive growth’, 
I mean growth that is widely shared. The magnitude of the task can be 
understood by contemplating the sobering fact that fewer than half-a- 
dozen of the 200-odd countries in the world have achieved super-fast 
and inclusive growth for two or more decades on the run, and almost all 
of them were autocracies during their rapid sprints. Can a democratic 
India do a China or a South Korea? That is the overwhelming question. 
However, the current context is that far from speeding up, India’s growth 
has shown signs of slowing down. While some temporary and special 
factors are involved, it is also the case that the ‘partial reform model’ 
that has been in operation since 1991 has been running into diminishing 
returns. India urgently needs another round of radical reforms to keep 
the engine of productivity growth firing on all cylinders. i 

The list of desirable reforms is long, but in my opinion they 
should have a common thread or theme, which is to put right the 
balance between the state, the market, and the private sector. Despite 
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some liberalisation, India has not fully recovered from ae an of 

ld-fashioned socialism, with its fond belief in the benefits of s ate 
a ene of the means of production, and its marked Bescnn for 
arbitrary state intervention in the operation of a2 . a, = 
yet to complete the move to becoming @ modern ie aoe 3a rs 
implies retaining the socialist emphasis on shared pro E i a En 
liberal-democratic emphasis on individual freedom and rights, while 


moving towards greater reliance on private ownership and the market 
mechanism, with the state performing competently its essential core 


functions. These core functions include provision of macroeconomic 
stability, smart regulation, correction of market failures, efficient income 
redistribution, and effective supply of public services. . 

What does the social-democratic agenda imply for various areas 
of economic activity? I shall discuss five areas in which radical reforms 
are required to achieve super-fast and inclusive growth for an extended 
period: state ownership; employment creation; deep fiscal adjustment; 
quality of education; and state capacity. 


State Ownership 


A wide swathe of economic activities was nationalised in India after 
independence, and especially during Indira Gandhi's prime ministership, 
for predominantly political reasons. In addition, state ownership 
was justified as a way to correct market failures, increase investible 
surpluses, and pursue wider social goals. The results have been blatantly 
unsatisfactory. Public sector managers who were given a multiplicity 
of aims, and were backed by the deep pockets of the state, lacked the 
rewards and penalties to innovate, cut costs, and respond to consumer 
preferences. At the same time, there was a good deal of unproductive 
Berutiny by investigative agencies, which served to make managers 
. risk averse, and opt for a quiet life. Efficiency was also compromised 
4 the incestuous relationship between nationalised industries and 
: Ee en ae which opened the door to political manipulation in 
aii. Dag ne as well as board appointments, Supervision of PSEs 
See erprises), via memoranda of understanding’ with the 
ea oa = eee to increase productivity, What has worked, 
ar fro Mm pier Thee eee Puy, Even BO, SUCCESS has been 
the government maintain ease md logic of competition requires that 
Mpanies, which includ paying field between PSEs and private 
tnderperform. Not surprisi, allowing PSEs to die if the tinually 
ae ot surprisingly, the government has aa te 

ale to follow such a path, nt has been unwilling and 
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“he consequences can be seen in the most recent Public Enterprises 
Survey, which makes depressing reading.» One-third of the 244 non- 
financial central PSEs made losses in 2015-16; and of the 78 loss- 
makers, more than a half made losses for three years in row. There are 
also several perennial loss-makers, including Air India and two public 
telecom companies; and some profitable companies such as Coal India 
owe their performance not to efficiency but to their monopoly positions. 
The profitability of central PSEs, as a whole, has been declining steadily 
for the past 10 years. In addition to Central PSEs, there are around 
1000-odd State PSEs, of which two-thirds make losses, including notably 
the zombie electricity distribution companies. The aggregate losses of 
all PSEs, central and state, amount to about one per cent of GDP (gross 
domestic product) annually. 

So far, successive Indian governments have been stuck with the 
fetish of 51 per cent ownership and have only flirted with the idea of 
privatisation (though it appears that Air India is at last being considered 
for strategic sale). Most sell-offs have taken the form of so-called 
‘disinvestment’, i.e., the sale of small slices of state-owned companies. 
Unlike privatisation, disinvestment does not bring the full advantages 
of a change in managerial incentives and autonomy. The sale price is also 
bound to be adversely affected when the government does not relinquish 
control, which means that the minority sales have surely been made at 
unfavourable prices. It is high time the government grasped the nettle of 
mounting a substantial programme of privatisation, at least of those PSEs 
that make losses or meagre profits. This applies especially to the tradable 
goods industries where the prevalence of domestic and international 
competitio | would prevent monopolistic pricing and exploitation of 
‘onsumers, Privatisation is likely to bring not only higher productivity 
growt n, | t also a fiscal gain since non-performing PSEs could be sold 
it prices that exceed the present value of future dividends under state 
beneficial that the z ctor would normally avoid, such as 
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ations have been decisively offset 


by the downsides of state ownership. There is clear evidence | the 
performance of India’s PSBs (public sector banks) is eae rd. The 
situation has got worse since the global credit crisis: stressed a vances of 
PSRs now stand at around 16 per cent of total advances, compared with 
about 4.5 per cent in private banks (Table 2.1). With other financial and 
productivity indicators, it is same story. Poor performance in PSBs is the 
result of the way in which they are governed, as documented in detail 
in the report of the Nayak Committee on bank governance (Reserve 
Bank of India 2014). And poor governance, in turn, stems from the 
disempowerment of bank boards by the government, which has proved 
to be impossible to alter in India’s political culture. 
Table 2.1 


Stressed Advances of Indian Banks 


However, in India, these consider 


(% Total Advances) 
March 2008 March 2014 March 2017 
Public Sector Banks Sa 11.6 15.6 
Private Sector Banks 4.2 4.2 4.6 
Foreign Banks 23.0 4.0 45 
All Banks 320 9.8 121 


Source: Reserve Bank of India. 
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privatised quite quickly. To modernise the banking system and improve 
its overall efficiency, India clearly needs large private sector banks to 
compete with large PSBs. An essential first step would be to repeal the 
Bank Nationalisation Act and bring PSBs under the Companies Act. This 
would give the government the flexibility to reduce ownership to any 
extent it chooses. To privatise, i.e. to cede control, it would, in practice, 
have to reduce its stake to 25 per cent or even lower, though it could, 
for a short transitional period, retain a so-called ‘golden share’. Needless 
to say, private banks can also become reckless and delinquent, so both 
public and private banks will need to be firmly regulated. In doing so, 
India would simply be following international best practice. 

All previous attempts to put real distance between the government 
and the PSBs have run into the sand. The ongoing extreme stress in the 
banking system has raised public consciousness about the dire state of 
PSBs, thereby offering a golden opportunity to make a radical departure. 
The current crisis is too good a crisis to waste. 


Employment Creation 


‘Employment’ is now regarded by many commentators as the central 
long-term challenge facing the country. The crux of the problem is the 
shortage of ‘good jobs’ that have high labour productivity and therefore 
provide decent incomes. Such jobs are largely to be found in the 
organised sector, while most workers are bottled up in the unorganised 
sector, My focus here is on how to increase employment for low-skilled 
workers in the organised sector. I emphasise low-skilled workers because 
India cannot in one giant leap become a high-skill economy. To ask 
for a swift short-cut to hi-tech jobs for most workers is to ask for the 
moon, Even on optimistic assumptions, half of India’s labour force 10 
years from now will have completed only secondary education or less; 
and one-third of the labour force will have completed only primary 
education or less (World Bank 2011). In the land of reality, not fantasy, 
India has perforce to create productive employment for millions of 
workers with modest education and skills pies are Sep ee Ne 
unorganised sector or who will enter the labour force in the course 
the teisre abit bulge. Needless to say, India’s capital and skill intensive 


activities could and should continue to grow rapidly, provided they are 
em now are. But India 
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from the world market, which is very much larger. It may that a" 
of labour-intensive goods will have to play a major a air Le 
employment growth. India has a decade or a decade and a efore 
this window is closed by automation. It is idle to pretend that there | 
exists some other magical solution to the employment problem. 

How should the employment problem be addressed? Faster growth 
is itself part of the solution. Wage subsidies could play a helpful role. 
It goes without saying that we will need to address infrastructure and 
credit constraints, land-acquisition constraints, skill constraints, and 
the numerous and onerous bureaucratic obstacles to the ‘ease of doing 
business’ that deter the growth of firms, particularly the small firms that 
numerically dominate industry and services. A serious export promotion 
programme is also needed, especially to enable India to enter global 
value chains. Trade facilitation, trade liberalisation (unilateral and via 
regional trade agreements), and genuine coastal economic zones where 
firms enjoy free trade conditions, will have to be pursued aggressively, 
However, without down playing any of these policies, I want to 
focus today on two other elements of the policy package to underpin 
employment-intensive growth. 


They were enacted years ago with the best of intentions, but have ended 
up being profoundly job-destructive and anti-labour, Quite simpl 
they protect the interests of a small minority of incumbent workers in 
ay organised sector at the expense of the vast majority. For any firm 
: at ieee more than a hundred workers, the Industrial Disputes 

ct makes retrenchment of jobs legally impossible without prio 
government permission. Just as bad, if not worse, the Act makes ever 
ee redeployment of labour within an enterprise very difficult. O ne 
egal way round is to employ contract labour. But contract labour leads 
: poor-quality jobs. Moreover, the Contract Labour Act prohibits h 
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labour). Exports of labour-intensive mass consumer goods require lar 
ss Production = 
in factories that employ large numbers of workers. 
There are many examples of such companies in China, and increasingly 
in Bangladesh and Vietnam, but very few in India. None of this will 
change without a drastic revision of labour laws. But trade unions 
would obviously be unwilling to give up iron-clad job security without 
some tangible benefits in exchange. So, labour market reform would be 
possible only if it were negotiated with trade unions as part of a deal 
that includes more generous severance benefits, a better overall safety 
net, and more effective schemes for job-search and training, in other 
words, some strengthening of income security in exchange for some 
weakening of extreme job security. Such a negotiation would require 

high-level leadership by both the Union and State governments. 

The second element of the policy package for labour-intensive growth 
that I want to focus on today is exchange rate management, which is a 
joint responsibility of Gol and RBI. The medium-run evolution of India’s 
REER (real effective exchange rate) is striking (Table 2.2 and Figures 2.1 
and 2.2), From 1993-94 to 2004-05, the REER moved within a fairly 
narrow band of +/- 5 per cent around a nearly flat trend. From 2004- 
05 to 2017/18, however, there has been a significant real appreciation. 


milli =) - ‘Table 2.2 
—~- Real Effective Exchange Rate of the Indian Rupee 
re —71993-4= 100) OO) 2004-05 = 100) 
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Indeed, in the nine years after the 2008-09 global crisis, the REER has 
appreciated at a trend rate of about 2.5 per cent a year. The question 
arises: Is it wise to have a strongly appreciating real exchange rate, 
given the need to maintain the competitiveness of exports, especially 
labour-intensive exports? It is hard to think of any country that has 
achieved sustained rapid growth without rapid growth in its exports. But 
India’s exports have been growing slowly. Slow growth of world trade 
has obviously harmed India’s exports in the present decade, in common 
with other countries. But India’s share of world exports, which need not 
be tied to the growth of world trade, has been totally stagnant over the 
same period. One has to wonder whether the real exchange rate is partly 


responsible. 
Figure 2.1 


Real Effective Exchange Rate, 1993-2004 
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Real Effective Exchange Rate, 2004-2017 


r ly reflects India’s faster productivity growth relative to 
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advanced countries. I mention this because such a view seems to have 
had some policy traction in India. There is a well-known proposition in 
international economics, attributed to Bela Balassa and Paul Samuelson, 
that if the home country were to have faster productivity growth in 
tradable goods than in non-tradable goods, relative to foreign countries, 
it would experience an equilibrium appreciation of the measured real 
exchange rate. (The ‘measured real exchange rate’ is the real exchange 
rate defined in the conventional way, wherein the overall consumer price 
index is used to deflate the nominal exchange rate index). A corollary 
of this proposition is that, in the specified circumstances, the home 
country’s measured real exchange rate appreciation would not indicate 
an equivalent decline in the international competitiveness of its tradable 
goods in general, and of its exports in particular. But attempts to test 
the Balassa-Samuelson hypothesis empirically have led to ambiguous 
and mixed results. One reason for this could be that the assumption that 
productivity grows faster in tradable than in non-tradable industries 
may not hold in general, or may hold in some periods but not in others. 
After all, telecom and financial services, large parts of which are in the 
non-tradable sector, have experienced very rapid technical progress. 
Moreover, there is no reason why a Balassa-Samuelson real appreciation 
is likely or desirable in countries characterised by surplus labour; and, 
correspondingly, we know that many fast-growing countries in East Asia 
have not shown a trend of sustained real exchange rate appreciation.” 
It is doubtful, therefore, that the Balassa-Samuelson hypothesis is a 
reliable guide to exchange rate policy in India’s circumstances. (The 
implication is that India’s measured real exchange rate appreciation does 
correctly indicate a decline in the international competitiveness of its 
tradable goods, including its exports.) I suggest that the relevant theory 
to understand India’s current situation is not the Balassa-Samuelson 
hypothesis, but the ‘Dutch Disease’ hypothesis. India is in danger of 
succumbing to the so-called Dutch Disease because the exchange rate is 
being propped up by capital inflows to the detriment of manufacturing 
and services, especially tradable and labour-intensive manufacturing and 
Services, 

Admittedly, preventing real exchange rate appreciation can be 
tricky.* The policy instrument is not the real exchange rate but the 
nominal exchange rate. If home inflation is rapid, there is a temptation to 
Prevent a nominal depreciation, and thus to permit a real appreciation, 
in order to help with inflation cantrol. I suspect that this consideration 
nasa the e ate policy response to high inflation in 2009 

was that the real appreciation contributed 


thereafter to a rise in the current account deficit to a dangerous level jp, 
excess of 4 per cent of GDP in 2011 and 2012, with various untoward 
effects. The lesson I would draw is that inflation control should, jn 
general, be assigned to monetary and fiscal policy, not to exchange rate 
policy, thus liberating the exchange rate to achieve external objectives. 
This separation of monetary policy and exchange rate policy is of course 
a departure from the pure doctrine of inflation targeting. But it is 
made possible by the use of sterilised intervention and targeted capital 
controls. These policies are particularly useful when confronting another 
temptation to let the nominal and the real exchange rate appreciate, viz. 
large inflows of unstable foreign capital. To the extent that substantial 
inflows cannot confidently be expected to be permanent, there is a 
good case for resisting real appreciation. Of course, there are trade-offs, 
Sterilised intervention requires appropriate instruments, These do exist 
in India but need to be strengthened, as rightly argued in the report of 
the Patel Committee on the Monetary Policy Framework (Reserve Bank 
of India 2014). Another well-known limitation of sterilised intervention 
is that it can impose some costs, economic and quasi-fiscal. It is sensible, 
therefore, to combine sterilised intervention with targeted capital- 
inflow controls and/or currency based prudential controls, Some of 
these devices are difficult to re-introduce once they are taken off. But 
there are others, e.g. taxes, withholding taxes, and reserve requirements 
on certain non-FDI inflows, which can be tightened or relaxed as 
circumstances require (Ostry et al. 2011, Ghosh and Qureshi 2016). The 
costs of these various measures may well be less than their benefits for 
employment, exports, and growth. One other important point to bear 
in mind is that exchange rate policy, like monetary policy, operates with 
long and variable lags, so a competitive real exchange rate has to be in 
place for a fair length of time if it is to have an impact. 

An outsider should be wary of commenting on exchange rate policy 
without knowledge of all the policy compulsions; and I am certainly not 
BORE fo talk in a public lecture about the appropriate numerical value 
or path of the exchange rate.5 Even so, I wonder about the wisdom of 
apowing significant real exchange rate appreciation in India, given: 
ithe major importance of an export drive in achieving the countrys 
ke ee and growth objectives, and b) the more immediate dange! 
a es A deficit could open up and interrupt 4? 
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It bears re-emphasis that export promotion and employment 
creation will require a whole package of interconnected policies, of which 
exchange rate policy is by no means the most important. Even so, I 
am convinced that a competitive real exchange rate will be needed as a 
supportive element of such a package. I now turn to a brief discussion of 
my remaining three topics. 


Deep Fiscal Adjustment 


India has had substantial liberalisation, domestic and external, in 
the markets for goods and services. The recent introduction of a Goods 
and Services Tax (GST) is also an extremely positive step. Though 
rationalisation of the numerous tax rates and exemptions in the GST 
is urgently needed, a beginning has been made in creating an efficient 
indirect tax regime that will at last make India a genuine common 
market.® 

Even so, the process of removing distortions in the markets for 
goods and services is far from complete. Perhaps the most flagrant 
problem concerns price controls. Extensive price controls still remain on 
food, fuels such as kerosene and cooking gas, and many other key inputs 
such as fertilisers, electricity, water, and rail fares. These controls have 
a number of harmful effects, Firstly, they damage resource allocation. 
Since the prices charged are well below costs of production, investment in 
supply is discouraged and wasteful consumption is stimulated. Secondly, 
they create a fiscal burden since they require subsidies, either explicitly 
from the budget or implicitly in the form of losses or reduced profits for 
producers. Thirdly, they are hugely regressive, which is not surprising 
since a price subsidy per unit consumed provides larger benefits to 
those who consume more, i.e. to well-off people. The subsidies also leak 
all over the place and much of the money that is meant for the poor is 
pocketed by intermediaries. Investment and growth would be boosted 
by removing the subsidies and charging cost-reflective prices, while 
distributional concerns are handled by direct cash transfers, which are 
now increasingly feasible. The fiscal savings that would be created by the 
elimination of subsidies would be more than sufficient to compensate 
the poor for the loss of subsidies. 

The quantitative magnitude of central and state ‘non-merit’ subsidies 
is very large. A careful recent study has estimated that the food subsidy 
and non-merit subsidies together amounted to 6.7 per cent of GDP in 
2011-12 (Mundle and Sikdar 2017). My calculations show that recent 
changes have brov ght this total down to around 6 per cent of GDP. 


However, the fiscal space wo ld be considerably larger than 6 per cent 
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tax exemptions, selling off non-per Kitg* 
seelcaisiaal incomes above a threshold level, and winding up some 


badly targeted poverty programmes (while Agente es that are 
effective). Thus, there is, in principle, enough potential * oF et; as 
merely to compensate the poor for the removal of subsi és ut to: a) 
finance a basic income supplement for half of the population, or the 
whole of it (so as to avoid the problem of identifying the poor); b) make 
large increases in public investment and desirable social expenditures 
such as education and healthcare; and c) make a contribution to reducing 
the fiscal deficit.” Combined with the improvement in resource allocation 
from the removal of price controls, the scheme as a whole would thus 
boost inclusive growth on several counts. Needless to say, a radical 
programme of ‘deep fiscal adjustment’ would require close coordination 
between the union and state governments. It would also face many 
political obstacles. But the prize would be enormous because there are so 
many constructive uses to which the fiscal savings could be put. 


Primary Education 


; Every country that has had rapid long-run growth has progressively 
improved its stock of human capital. To this end, all levels of education 
and training deserve attention but primary education, which is the base 
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people are voting with their feet and deserting government schools f, 
private schools, even though they charge fees. Notably, private scho 4 
are considerably cheaper than government schools from the Fscatal 
standpoint because they pay teachers far less than their counterparts i 
gove nment schools. Unfortunately, the Right to Education Act (2010) 
cont nues the mistaken educational policy of focusing on inputs, not 
learning outcomes (Muralidharan 2013, Dreze and Sen 2013 Joshi 
201 5: chapter 9). In particular, it fudges the crucial issue of testhier 
accountability. One controversial way forward would be a voucher system 
in which parents are given education vouchers, with the option to choose 
a public or private school for their children, with the government's role 
confined to overall regulation. The implication would be that all schools 
would in effect receive a per-student grant, not a block grant; and if 
government schools were unable to attract students, they yauld have 
to close down, I am inclined towards this view, not on ideological but 
on pragmatic grounds, Starting from where we are, it is hard to see how 
teaching in government schools can be improved on the basis of internal 
reform alone, without the credible threat of competition and closure. Be 
that as it may, this much is clear: unless India improves the quality of 
primary education by either a voucher-style competitive system or by 
undertaking a massive systemic reform within the existing framework, 
economic development is likely to be severely damaged. 


State Capacity 
_ Reform of the state is just as important as repairing the relation 
between the state and the market. It is incomplete, even misleading, to 
racterise the content of economic reform as ‘rolling back the state’, 
re and simple, There are limits to how much the state can leave or 
e to the private sector. There are some valuable things that only 


competence of the Indian state has been declining relative 
-reasing demands placed on it by the political awakening 
antaged groups, the high aspirations of the people, and 
ements of a complex and rapidly growing economy. State 

1. in India takes two main forms: weak capacity in delivering 
ci ions; and the prevalence of corruption in state-business and 
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liscuss some other quantitative and 
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On the quantitative side, ae 
denced by the complications that 


the state is over-bureaucratised, as evi 
inhibit the ease of doing business, it is also understaffed. Public sector 


employment is smaller now than it was 25 years ago, while the economy 
has grown massively. Even the elite Indian Administrative Service has 


shrunk by 10 per cent in the past two decades. The police force in the 


country has 25 per cent of posts yacant. India also has the lowest number 


of judges per head among G-20 countries. The incidence of vacant posts 
in the judiciary is startling: 13 per cent in the suprems Court, 29 per 
cent in the High Courts, and 21 per cent in the district courts. On the 
qualitative front, the situation is equally bad. The police force is stuck in 
the colonial tradition of crowd control rather than crime prevention. It 
is also deeply politicised, even at the top levels of investigative agencies. 
The judiciary has a huge backlog of cases: 32 million cases were pending 
in 2015, of which around 25 per cent have been outstanding for 5 years 
and 10 per cent for 10 years. The top civil service remains ‘generalist’ 
with little professional and lateral entry, and has become susceptible 
to intense political manipulation via staff transfers and postings. As 
already noted, at lower levels of government, productivity is extremely 
low in frontline services such as education and healthcare. 
; Another area in which there are large quantity and quality deficits 
is regulation. This is a complex field that has seen many advances in 
analytical theory and international best practice. India is behind the 
curve. We need efficient regulation in many fields, but many of our 
regulatory bodies suffer from lack of expertise, lack of independence, 
ice pane resources. Shortfalls are glaringly evident in regulating 
see 5 = mde, and in heserink and monitoring public-private 
- 400 often, regulators are 
cnwilliie te deena nine retired bureaucrats who are 
India began at independence with i 
| relatively strong instituti But 
gl Nd gZ utions. 
_ there has been little effort to build on this platform, and the problem has 
now reached a stage where it needs ‘ 
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Concluding Remarks 


J = end with one final remark about desirable reform in India: 

dia needs both less of the state and mote of the state. It needs ‘less of 
t ate’ because the state has become over-extended in areas outside 
mparative advantage. But it also needs ‘more of the state’ because 
the state does not perform competently the core functions that lie 
Squarely in its domain. How to combine ‘less of the state’ with ‘more of 
the state’ will be the central challenge of India’s economic reforms. 


Notes 
1, See Government of India, Public Enterprises Survey, 2015-16, Vol. 1 
es For an analysis of public sector banking, past, present, and future, see Reddy (2017). 
3. If the Balassa-Samuelson theory had empirical validity, one would see a sustained trend of 
Ppustecal rye] exchange rate appreciation of fast-growing East Asian countries against the US 
c . This has not been the case for most of them (the exception is Japan for three decades 
from 1960). This implies that these countries at least maintained and perhaps improved their 
international competitiveness in tradable goods over time. I am grateful to Dy. Kamakshya 
Trive edi for making the relevant data available to me. 
4, P lor an analysis of India’s exchange rate policies, see Joshi 2016: chapter 8. 
5. A | possible ‘compulsion’ is to avoid being put on the U.S. Treasury's ‘monitoring list’ for 
‘exchange rate manipulation’, I do not think that being put on the list matters all that much. 
Inc ais very far away from having a persistent current account surplus of three per cent of 
GDP which is one of the criteria for being classified as a ‘manipulator’. In any case, the aim 
ast er export growth in India is not to produce current account surpluses, but to boost 
oyment-intensive growth, and enable further import liberalization on efficiency grounds. 
ir growth of GDP, along with import liberalization, would raise import growth. There is no 
pa ae” an increase in export and import growth should result in a current account surplus. 
The introduction of the GST was also marred by various design problems in addition to the 
icity of tax rates and exemptions: see Rajaraman 2017. 
ee hi’ 2016: chapters 6 and 10 and Joshi 2017, My calculations show that a universal basic 
come supplement set at a level equal to the difference between the Tendulkar poverty line 
and the current average income of the poor would cost 3.5 per cent of GDP. 
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FISCAL AND BUDGETARY DEVELOPMENTS 


Box 3.3 
Major Reforms in the Union Budget over the Last Few Years 


ee eT 
: on discusses some of the major 
governance reforms introduced in the Union Budget over the last few 
years that have resulted in greater efficiency in public spending. 
1. Improved fiscal transparency and realisti 

revenue assumptions in the Budget 
The Union Government has accorded the highest priority to improving 
transparency in its financial statements and accounts by bringing below- 
the-line expenditures above the line. The Extra-Budgetary borrowings of 
the Union Government were brought down from 71.48 lakh crore in FY 
2020 and %1.21 lakh crore in FY 2021 to 750 crore in FY 2022 (RE). No 
Extra Budgetary Resources were estimated for FY2023 in the Budget. 
In addition to cleaner fiscal accounting, Budget 2022 based its revenue 
projections on realistic assumptions, thus providing a buffer to the 
government in an uncertain global environment. These measures credibly 
demonstrate the government’s commitment to sound fiscal management 
and provide an adequate buffer to deal with global challenges. 
2. Discontinuation of Plan-Non plan classificationS 
The Budget FY 2018 discontinued having Plan and Non-Plan 
classifications of Government expenditure. The reform gave a greater 
emphasis to the Revenue and Capital classification of Government 
expenditure. Over the years, a broad understanding had been that Plan 
expenditures were good and Non-Plan expenditures were bad, resulting 
in skewed allocations in the Budget. The reform enabled effective 
planning and allocation of resources in the Budget. | 
3. Merger of railway Budget with the Main Budget6 Hh, 
The railway budget was merged with the Union Budget from FY 2018. The, i ; 
reform gave a holistic picture of the government's financial position. ‘They, 
initiative envisaged facilitating multimodal transport planning between ~ | 
highways, railways and inland waterways, which has been strengthene Bs 
in the subsequent years through Gatishakti. 7 
The reform has helped to enhance the efficiency of resources for oth 
Railways and the Union Government. While the merger has d 
Railways from paying dividends to the Government Revenues, 
the Ministry of Finance to have a greater elbow room at th 
review for better allocation of resources. It has also 1e 


of Finance to ensure a coherent emphasis on capt 2 hea 


sectors in recent years. 
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ubstantive part of the , 
ae Pew a. jndoandednatioeaers soe 
ent and 42. ; -23 are 39.1 per 

Thee a 8 Fp ini (Rangarajan and Srivastava, 2022). 
entapbiin eae AEE eficit relative to GDP by a margin of 0.5 per 

: se two years is a welcome directional ch 

edium-Term Fiscal Policy Statement indi MRT ae 
or celiti open indicates reaching a level of 4.5 
my . This implies an average rate of reduction of 0.63 

ent Pos per year in the next three years. It would have been pene 
e Medium-Term Fiscal Policy Statement to clearly spell out the fiscal 
eficit adjustment path over the course of the next three to five years 
n fact, given the Government’s high debt-GDP levels, the Centre’s Fiscal 
esponsibility and Budget Management (FRBM) Act requires it to be 
e-examined to recast the sustainable levels of debt and fiscal deficit and 
he adjustment path. 

“What stands out prominently in the budget FY 2022 is the emphasis 
n capital expenditure which is expected to rise by 24.5 per cent over the 
evised estimates for 2021-22. This is a welcome directional change that 
ontinues the trend of the previous year. In 2022-23, 45.2 per cent of 
he fiscal deficit will be used for financing capital expenditure. In the UK, 
hey have endorsed the golden rule of fiscal prudence under which there 
ould'be no limit on fiscal deficit so long as all of it is used to finance 
apital expenditure. Of course, the budgetary definition of capital 
xpenditure does not fully correspond to economists’ concept of it. Even 
ending is treated as part of capital expenditure’, remark Rangarajan and 
rivastava (2022). 

“Enhancing capital expenditure not only creates additional demand 
mmediately but also lays the base for further growth. In the planning 
ra, all our plans were focused on raising the investment rate. Therefore, 
n principle, augmenting capital expenditure appears to be the right 
pproach, Capital expenditure has a higher multiplier, but it takes a 


k itself out. Revenue expenditure has a lower 


onger duration to wor 
ultiplier, but its impact is almost immediate. In the context of 


he situation created by Covid-19 in terms of loss of employment 
nd income, a question arises whether revenue expenditure, such as 
ncome support for vulnerable groups, should also get high priority”, 


Another issue as 
evel of fiscal deficit. The question is how long can we ¢ 


ery high level of fiscal deficit. Fiscal deficits are way beyond w E ty as 
onsidered to be appropriate under the FRBM Act. The f entre s fisca 
eficit in 2020-21 was 9.2 per cent of the GDP, Part of ity 
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Sustainable Fiscal Policy in India 
Post-Pandemic Challenges 


Introduction 


The question of debt sustainability in India has been on the radar of 
policymakers for a considerable period of time. This was considered to be 
the main cause of the economic crisis in 1991. Despite several attempts 
to control deficits and debt, the problem has continued to haunt us. 

Although the Constitution under Article 292 requires the Parliament 
to fix the volume of borrowing from time to time, formally, the rule- 
based fiscal policy came to be followed after the Fiscal Responsibility 
and Budget Management (FRBM) Act was passed in 2004. Even this 
could not prevent the governments from incurring large deficits and 


accumulating debt. 

The Coronavirus pandemic, emerging from the last week of March 
2020, has rendered the situation uncontrollable. The severe lockdowns 
in the first phase of the pandemic in the first half of 2020-21, and _ 
restrictions on economic activity in the second phase, 
rces of revenue; at the same time, the large : 
nd livelihoods and the nation wide roll-ou 
of vaccination required significant increases in public s pending 
both deficit and debt to climb to unsustainable levels. 

It is not merely the large deficits and de rhe 
concern—the quality of deficits is equally 1mporh™ 
‘ust about 35-40 per cent ¢ t th 


early 1990s, has shot up to 70 per ‘" at in 


reimposition of 
drained the sou 
intervention to save lives a 
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from severe cost 
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Ti . 
O analyse the debt dynamics, most studies apply the Domar (1944) 


condition, derived from the basic d i 
ebt equation as b : 
Dt = Pt + Dt-1[(1+it)/(14@)] ‘ me 


Where: a 

- Dt’ denotes the outstanding debt to GDP ratio in the current 
year, 

- ‘Dt- 


; 1'is the outstanding debt to GDP ratio in the previous year, 
Pt is the primary deficit to GDP ratio in the current year, 
- ‘Tis the nominal interest rate, and 

:  ‘G’is the nominal growth rate of the economy. 

The equation shows that when the primary deficit is zero, the 
debt-to-GDP ratio will remain stationary if the growth rate of GDP is 
equivalent to the effective rate of interest payable. It will decline if the 
growth of GDP exceeds the interest rate, and will increase if GDP growth 
is lower than the interest rate. The policy implication is that, to prevent 
a secular increase in debt-to-GDP ratio, it is necessary to compress the 
primary deficit and/or accelerate the growth of GDP to a level higher 
than the effective interest rate. 

At what level is debt sustainable? This is an issue on which the 
policymakers have to make a judgment. The ideal volume of debt 
depends on the capacity of the government to service the debt. In a 
downturn, the economy is faced with large unemployment and excess 
capacity, and expansionary fiscal policy supported by an increase in 
borrowing can result in the acceleration of growth and a educt 
unemployment. In contrast, when the economy 1s in the upwar 
of the economic cycle, additional public spending f hanced by 
funds can put pressure on prices. The policy stance m } a: 
should be to reduce the deficits by increasing revenues Coie 

ublic spending. 
’ haa stiuiha on debt sustainability misseqiag 
consequences of financial repression. The lo we ae 
on government borrowing could be the te pty 
The government borrows at a lower han thoes 
sustainability is achieved by distort: aby © 
(2020), in his analysis of the quest for fnanc 
shown that fiscal pp aan 
both monetary an sc a 
in excess of the household % tc 
monetary policy, en > : 


rates. : 
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structure and functions they 
asks they are assigned to pe 
eview and monitoring and e 


nd programmes; (ii) developing or reviewing macroeconomic and/or 
pudgetary projections; (iii) costing of budget and policy proposals and 
programmes, including the proposals in the election manifestos; and (iv) 
dvising the policymakers on various policy options. 

__ The concept of “independence” in the case of the fiscal council is 
lifferent from the one used in the case of the Central Bank. In the case 
)f the fiscal council, independence does not imply legal separation but 
imply refers to operational autonomy necessary for a 
pproach in performing its tasks. The Councils are required to benchmark 
heir assessments against the policy objectives of the executive. It cannot 
et the objectives, unlike in the case of the independent Central Banks. 

While the fiscal council has the oversight objective, its functions are 
ifferent from that of the auditor (comptroller and auditor general). The 
scal council plays an ex-ante role of planning and policy formulation 
yhereas, the focus of the audit is ex-post evaluations. The fiscal council 
pllows a macroeconomic approach whereas the auditor follows legal or 

icroeconomic approaches. 
o 2CD (2013) has documented the important principles needed 
CO ends and these are: () 
eee PI ee non-partisanship; (iii) mandate; 
— aot eR ER it “od ature i am 
1) ecient ete Aepard mu ication and (ix) external evaluation. 
De ndtast to ensure autonomy, unbiasedness, 
ive, and accountability of Councils. A fiscal council 
mly when there is a broad national commitment and 
sus across the political spectrum. 
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policy, forms the core of every sovereign State’s power. Therefore, 

it is no wonder that in designing or thinking about these policies, 
one has to be always concerned about the political economy. A well- 
functioning State requires resources to finance the supply of critical 
public goods, such as: i) territorial integrity with secured borders, ii) 
maintain the rule of law and order within its domain, iii) protection 
of the citizens from natural disasters, calamities including pandemics, 
iv) promote equitable outcomes with transfers from exchequer to 
strengthen social solidarity and the sense of fraternity among the 
citizenry, v) to manage externalities such as climate change and, 
finally, vi) to promote domestic economic activities through i incentives) 
particularly for the Research & Development so central for the P € sent 
day knowledge based era. Bi 

There are two principal sources of taxing citizens, viz, 

and indirect taxes. Indirect taxes have long history of several 


FE ISCAL policy, which includes both taxation policy and expenditure 


years and the corporate tax even less than 100 years. 1 ) 
evied on income and wealth of individuals and profits of 
ector while indirect taxes are levied on citizens’ econc 
uch as production, consumption, and trading. | 
hat ultimately even so-called corona axes | 


* Raja Chelliah Memorial Lecture at Madras han! cf 


Refer to the text at the end of the one > comple 
address by the author. 
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1. Toom isi 
ee AS ways of raising tax revenues are ‘bad taxes’ which 
; og mmense economic distortions and should go 
er 
€ are three good taxes: personal income tax, GST, and 
property tax. | 
3i 
Single rate systems are the best, i.e. one personal income tax 
> rate, one GST rate and one property tax rate. 


All tax rates should be low and unchanged for decades at a time. 

5. Do not tax foreigners. 

There you are, in five rules made of—less than 70 words expressed in 
the essence of 40 years of the evolution of tax policy thinking in India, 
the essence of the journey initiated by Raja Chelliah. I find it attractive 
to think of a 20 per cent personal income tax rate, a 12 per cent G ST 
rate and a 0.5 per cent property tax rate. And I would like to state tha 
this ideal tax system goes with no taxation of corporations, no custom 
duties, etc.” 7. 

The Indian tax policy literature has thousands of pages which 
in a case for the justification for these rules and for the lecture ' 
| would not restate them. For today, I just want to offer th 
pithy summary of what I have learned through the deca 

I wish to make an analogy with Newtonian physic 
four simple laws: Newton's universal law of gravit 
law, Newton’s second law and Newton's third | 
just four Newtonian laws. Anyone can memc¢ 
laws. But to genuinely understand them, anc 
gift of a few. is 

In thinking through thes 
the nerve to go through vith 
in a state of rest or of un 
influenced by an exter 
writer in Maharast 
walking, all by 
a car switch 
unbalance 
or she co 
sentenc 


of the 


ar aritactand the political 
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claim: How can GST be the same fo 
r common salt and for a Mercedes Benz? |p 
takes a special kind of mind to fully understand the rules and see an 


through to their logical conclusion, There are only five rules =~ 
deep and powerful. y They are 


If these five rules are truly rolled out by the government of any 
country, they will have a vast impact in terms of removing tax-based 
distortions, and setting the stage for high GDP growth, and buoyant tax. 
revenues for the government. Translating these into tax laws would yield 
sensational gains in the simplicity and sanity of the law, as was done in 
the first draft of the Direct Tax Code (DTC). 

As I see, the analytical basis for these rules have stood the test of 
time; across myriad diverse questions in practical tax policy settings, 
these rules are the talisman for finding the correct answer. There is 
only one important place, that has arisen in the last decade, where 
there is a good reason for taxation which diverges from these rules, and 
this is a globally harmonized carbon tax.’ I want to acknowledge the 
seminal contribution on this issue by professor U. Sankar one of the 
distinguished economists of our country and the former Director of 
MSE. He has taught us how to apply the “Carbon taxes “ in our context. 

As I mentioned earlier, I want now to focus on two important 
themes that are comparatively less developed in the Indian tax policy 
discourse. The first is the problem of shadow taxes and the other is the — 
problem of tax administration. Both are deeply linked to the political 


economy of our tax system. 


b 
The Problem of Shadow Taxes ay 


Economists normally think about taxes as defined in the overt tax 
code. But states slant the economy through many other measures tha’ 
are akin to taxes. Sometimes, there is resource mobilization for th 
government through a given policy measure. At other times, a té n 
and-subsidy scheme is merged together into a policy instrument 
there is an element of taxation contained inside this. “ 

I like to call these ‘shadow taxes. Here are three prominent example 
of these shadow taxes: i< 

1. It is not feasible for the Centre to tax agriculture income 

India and the ordinary operation of the tax system created 
drag upon industry and services in the form of bearing the 
burden of taxation. With our import and export licensing-ba 
trade policy, which engineered higher prices of mai 
became as a tax-and-subsidy scheme through which resc 
were transferred from agriculture to industry, and th us ™ 

AP, 


‘eu 
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a wa i ri 
a “ of taxing agriculture via the instrument of the “terms of 


y between agriculture and industry. 
auhan aia, policy instrument of “Shadow Tax” was the 
ntial pricing of universal intermediates produced 
os public sector monopolies. The prominent examples of 
this policy are pricing of electricity, POL products and Rail 
transport. These policy levers contained elements of shadow 
taxation and shadow subsidy. These resulted in higher tariffs 
for the industries which negatively impacted their international 
competitiveness and consequently the growth of the national 
economy. 

3. Under ordinary circumstances, a government finances its 
debt by borrowing from voluntary participants in the bond 
market. In India, there is negligible voluntary participation 
in the government bond market: almost all the lending to the 
government comes from coerced financial firms. 

Towards this the instrument “SLR” is deployed. In many years 
the SLR was as high as 35 per cent. It is now at 20 per cent. 
Even this is much higher compared to the rates used by the 
mature market economy for safeguarding their financial and 
monetary stability. However, such SLR rates meant much higher nl 
cost of capital to the private sector and consequently a negative 

impact on growth. 
There is an additional point of some relevance. These “Shadow 
taxes” escape Finance commission’s devolution as | 
not form a part of the consolidated fund of India 
generated through “Shadow taxes” have not bee 7 
My preliminary estimates suggest that these “SI 

have been as high as 1-1.50 per cent of GDP. . 

When we look back into the last 40 years, it is striki 
change has taken place in overt taxation. Wheth 
income tax, corporate income tax, taxation of c 
customs, etc.: in each area, there has been vast 
of the energy of Raja Chelliah and the res 
helped engender. It is equally st ‘iking Y 
‘shadow taxes’, described above have | 
to relatively modest change. 
The burden of the “she dow tay 
of trade liberalization, but it x 
today. Government control 
transportation remains 
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Public policy has evolved greatly in recent decades. 
om an innocent view of the state to a more cautious 
omic thinking—the idea that people respond to incentives 
sted way—applies equally to the individuals that make up 
very small detail of how we build state organizations needs to 
d through this lens of what is called ‘public choice theory’, the 


problem of incentive compatibility for the individuals who wield state 
power, who should be viewed as self-interested actors. 


Reducing the Difficulty of Building Tax Administration 


In the book—In service of the republic: The art and science of economic 
policy, coauthored with Ajay Shah (Kelkar and Shah (2022)), following is 
a recipe for determining whether a task is easy or hard, in a government 
setting. To do this, we suggest asking four questions: 

1. Are there a large number of transactions? 

2. Is there discretion? 
3. Are the stakes high? 
4. Is there secrecy? 

You have to count the number of answers that are Yes, and you get a 
measure of how hard it is to perform that task in government, 

As an example, consider monetary policy decisions at a properly 
structured Monetary Policy Committee. Let’s run through the four 
questions. 

Question 1: There are 4 decisions a year, so the answer is No. 

Question 2: There is high discretion, so the answer is Yes. 

Question 3: The stakes are low, so the answer is No. ; 

Question 4: It is feasible to have no secrecy which will 
a No. al 

Thus, there is only 1 “Yes” answer, and we conclude 
monetary policy through an MPC is a reasonably eas’ 


administration. a. 
Now let’s apply this recipe into tax adminis 
questions is a way to look at a problem an 
it in a government setting. But the fou ql 
to modify a problem so as to make it less 
setting. 
Question 1: Tax admin stratio 
transactions. This makes i he rd 
computer-intensive systems 1 
Question 2: Ta ri 
lot of discretion. W 
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Everyone my age re 


these great achievements, 


Most people would be satisfied at having done as my grandsons would 
say, one cool thing. Dr. Chelliah did three. Dr. Chelliah went on to create 
two institutes of national importance, The National Institute of Public 
Finance and Policy in New Delhi and the Madras School of Economics 
in Chennai. Both these have been homes to important elements of the 
Indian journey of ideas, of the nurturing of knowledge and community. 
Creating world class institutions is challenging anywhere in India. It is a 
herculean task, I am finding it just how challenging it is as some of us in 
Pune are engaged to set up an independent policy research Centre called — 
Pune International Centre. 4 


| owe a great debt of gratitude to Dr. Raja Chelliah. Twenty years aga 
when I was asked by Jaswant Singh ji, the then union Finance in ton 
to head two committees on tax policy, | immediately turr 
Chelliah for his strategic sense of where this journey came fron 
priorities in the way ahead. My committee published two dr: 
one on Direct Tax Reforms and the second on Indirect Tax 
invited comments from scholars, experts, and thi ‘gener 

got more than one thousand responses. For me, one of t 
responses was that by Dr. Raja Che _ 
comments as an article in the EPW. I sh 
of Jaswant Singh ji led to the found: tic 
Direct Tax regime that unfolded over the 
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Evolving Contours of Monetary Policy 


economic policy both in developed and developing economies. 

It is clear that the challenges for monetary policy have been 
changing over time, even though some basic issues have remained of 
perennial concern. As the institutional environment both domestic and 
global changes, the tasks of monetary policy also undergo a change. The 
monetary and financial system is far more complex today than it has 
been in the past. Financial intermediation has reached a high level of 
sophistication, which has itself become a source of concern in recent 
days. The menu of financial products available has expanded enormously. 
All these changes have an important role to play in relation to the 
transmission mechanism. The impact of monetary policy action can be 
felt through a variety of channels, some of which though recognised 
in the past, have become more important. The speed with which funds 
can move across borders has raised issues regarding the coordination of 
jonetary policies among countries. While the traditional issues such as 
sjectives of monetary policy and the possible trade-off among them 
lain relevant, they need to be related to the far-reaching changes in 
the institutional environment at home and abroad. 
s Monetary policy has had its ups and downs in post-World War II 
period. In industrially advanced countries, after decades of eclipse, 
Monetary policy re-emerged as a potent instrument of economic policy, 
in the fight against inflation in the 1980s. Issues relating to the conduct 
of monetary policy came to the forefront of policy debates at that time. 
The relative importance of growth and price stability as the objective 
of monetary policy as well as the appropriate intermediate target of 
Monetary policy became the focus of attention. The recent churning 
of the financial system has raised several new questions not only with 
respect to the objectives but also to the role of money itself in monetary 


M ONETARY policy continues to remain as an important tool of 


INDIAN ECONO! 


policy. A similar trend regardin, 
developing economies as well. 


Trends in India’s Monetary Poli 


The evolution of India’s me 
concerns over the last seven decé 
independence, the primary con 
the plans implemented. Fulfilmer 
objective and all policy instrume 
tuned towards that goal. The Re 
major role in widening the finar 
institutions. Allocation of credit 
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1991. The early 1990s saw as a part of the liberalisa 
reaching changes in the way the central bank was 


rate of interest, governme 
enabled the emergence of 


was deeply concerned with price stability as a dominant objective o 
monetary policy, and therefore, regarded regulation of money supply a 
a key factor in monetary policy. Post 1997, the RBI adopted the approach 
of multiple indicators. But the issues connected with multiple objectives 
remained the same as before. 

In the years before and after 2008 crisis, the RBI focused on financial 
stability and acted, in fact, well in anticipation of the international crisis. 
In 2016, the RBI moved to a new monetary policy framework which may 
be described as one of flexible inflation targeting. The interest rate (repo 
rate) became the operating target. Moving to the new policy framework 
clarified the objective of monetary policy. But the RBI has still to contend 
with many other issues with respect to monetary policy. The question 
of when to raise or lower the interest rate will always be a contentious 
issue. Discussions on monetary policy post the new framework are not 
dissimilar from the issues discussed earlier. 


Enunciation of Objectives 

In any monetary policy framework, a key ingredient is the enunciation 
of its objectives as its actions are guided foremost by the objectives. A 
recurring question in this context is whether monetary policy should be 
concerned with all the goals of economic policy. The issue of objective 
has become important because of the need to provide a clear aulpanse 
to monetary policymakers. Indeed, this aspect has assumed a a 
significance in the context of the increasing stress on the eulenaay ) 
central banks. Autonomy goes with accountability and accountabi ne 
in turn, requires a clear enunciation of the goals. ‘Thus, an accounta e 
central bank is one with clearly articulated and publicly stated paca 

The various enactments setting up the central banks nat aArd 
specify the goals of central banks. The Federal Reserve Act oe e Un 
States (US) requires the central bank to conduct digeab rt Pe 7 

so as to promote effectively the goals of maximum emp hae i : ae 

prices and moderate long term interest rate. (Federal Rese y 


2016) 
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In a broad sense the objectives of monetary policy can be no different 
from the overall objectives of economic policy. The broad objectives of 
monetary policy in India have been: (1) to maintain a eaisntie degree 
of price stability and (2) to help accelerate the rate of economic aa 
The emphasis as between the two objectives has changed cael to 
year, depending upon the conditions prevailing in that yea a the 
previous year. (Rangarajan 1998a) we 
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The choice of a dominant objective arises essentially because of 
the multiplicity of objectives and the inherent conflict among such 
objectives. Faced with multiple objectives that are equally relevant and 
desirable, there is always the problem of assigning to each instrument 
the most appropriate objective. This “assignment rule” favours monetary 
policy as the most appropriate instrument to achieve the objective of 
price stability. The fundamental reason to adopt price stability as the 
dominant objective is that inflation is economically and socially costly. 
While attempts have been made to estimate the economic costs, the 
social costs are difficult to estimate. Quite clearly inflation hits harder 
the poor than the rich. Of course, policymakers also need to take into 
account the cost of output loss flowing from a disinflationary policy. 


Trade-off between Growth and Price Stability 


A crucial issue that is being debated in India as elsewhere is whether 
the pursuit of the objective of price stability by monetary authorities 
undermines the ability of the economy to attain and sustain high 
growth. A considerable part of the relevant research effort has been 
devoted to the trade-off between economic growth and price stability. 
Empirical evidence on the relationship between growth and inflation in a 
cross-country framework is somewhat inconclusive because such studies 
indude countries with an inflation rate as low as 1 per cent to 2 per 
cent to those with inflation rates going beyond 200 per cent to 300 per 
cent. These studies, however, clearly establish that growth rates become 
increasingly adverse at higher rates of inflation (Sarel 1996; RBI 2002). 

The trade-off between price stability and economic growth has also 
been discussed in the framework of labour and output markets. The 
well-known Phillip’s curve postulated an inverse relationship ee rc 
unemployment and wage rate. Several economists have rhea 
basic microeconomic underpinning of the wage and price =H an ee 
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(Rangarajan 1998b, 2020). It is also necessary for the policymakers to 
note that this order of inflation is higher (around 6%) than what the 


industrial countries are aiming at. This will have some implications for 
the exchange rate of the currency. 


Inflation Targeting 


the Reserve Bank of New Zealand, there has been a widespread adoption 
of inflation targets by several central banks. Some 28 central banks since 
then have adopted inflation targeting. Many regarded such a system to 
be quite durable, until the 2008 international financial crisis. Writing 
before the crisis, Goodfriend (2007) had titled his essay as “How the 
World Achieved Consensus on Monetary Policy?” In fact, he wrote, 

The spread of explicit or implicit inflation targeting has demonstrated its 

virtues. The new working consensus on monetary policy has helped to 

reduce the volatility of both inflation and output. 


The adoption of inflation targeting by India has given rise to many 
doubts and concerns. The new monetary policy framework requires the 
RBI to maintain consumer price inflation at 4 per cent with a margin of 
+ or — 2 per cent. Thus, in a sense, it is flexible targeting. The amendment 
to RBI Act also provides for the setting of a Monetary Policy Committee 
(MPC) which will determine the policy interest rate in order to abide by 
the inflation mandates. 


Conflict with Other Objectives 

Does the focus on inflation targeting by monetary authorities mean 
a neglect of other objectives, such as growth and financial stability? 
Hardly so. What inflation targeting demands is that when inflation goes 
beyond the comfort zone, the exclusive concern of monetary policy 
must be to bring it back to the target level. When inflation is within 
the comfort zone, authorities can comfortably look to other objectives, 
This, at least, is my interpretation of inflation targeting. It is sometimes 
said that the crisis of 2008 has sounded the “death knell” of inflation 
targeting. It is not so. Many monetary authorities in the West ge i | 
grasp the true meaning of inflation targeting. Rise in asset prices W a 
happened prior to 2008 should have alerted monetary au a wa 
they should have taken action to raise the interest rate even thoug 


policy with a firm and reliable nominal anchor beyond the horizons 
Convene adopted to construct inflation forecasts. Theteford 
Sa a prominent role in the strategy was also a tool te 
underpin its medium-term orientation. 
ohne: ; a considerable amount of literature focused on the issue 
— stock can be totally excluded from consideration (for a 
pyr of discussion, see Patra et al 2010). As indicated earlier, some 
point to the post-2008 situation when interest rates fell to zero and 
quantitative easing had to be adopted specifically in advanced countries. 
Again, there are some who point to the wealth effect of money which gets 
completely excluded when money is taken out of consideration (Goodhart 
2007). Goodhart calls the three equation model as a “fair weather model.” 
Proponents of the “Modern Monetary Theory,” a new school of thought, 
assert that there is no limit to fiscal deficit so long as it can be financed by 
fiat money. The only limit that they recognise is that this can lead to an 
increase in fiat money which can result in inflation (Kelton 2020). In their 
philosophy, the only constraint on budget deficit is the upsurge in inflation. 
Even though it is called “Monetary Theory,” it is basically a fiscal approach. 
But it does recognise that money has a direct effect on the price level. 

In the evolution of monetary policy in India, in the 1970s and 
1980s, monetary authorities tried to influence the level of credit 
to achieve the objectives in mind (for a change in monetary policy 
objective, see Reddy 1999). In fact, the attempt was to ensure that the 
government had enough access to credit to meet its plan efforts. That 
was how the statutory liquidity ratio (SLR) was raised from time to time. 
Also bank credit was also pre-empted for certain sectors, which came to 
be described as the priority sector. There were, however, periodic bouts 
of inflation and they had to be dealt with. The interest rates were directly 
regulated. An attempt was made in the latter half of 1980s to regulate 
money supply in order to keep inflation under control. The early 1990s 
saw a big change in the institutional framework in which monetary 
policy operated. With the dismantling of the administered structure 
of interest rates as part of the reform process, interest rate emerged 
as a possible policy variable. Previously, it was simply “administered.” 
Money supply targeting served a useful purpose not only in India but 
also elsewhere so long as there was stability in the demand function for 
money. As Bernanke and Mishkin (1997) point out, 

Using an intermediate target such as money growth is acceptable in an 

optimal control framework only if the intermediate target contains all 

information relevant to forecasting the goal variable; in this extreme 
case, using the intermediate target is equivalent to targeting the forecast 

of the goal variable. 
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y the current account of the balance of 
payments. The purchasing power parity theory essentially enunciates 
that the external value of the currency is determined by the internal 
value. Under these circumstances, monetary policy geared to domestic 
price stability helps to avoid disruptive adjustments in the exchange 
rate. Stabilising the real exchange rate under these circumstances 
essentially means that price stability and exchange rate stability are 
two sides of the same coin. However, the condition where the exchange 
rate is largely determined by current account is no longer true even 
in developing economies. Capital inflows have come to dominate the 
balance of payments and the exchange rate may begin to appreciate, even 
if there is a significant current account deficit because of large capital 
flows. Obviously, no monetary authority can afford to ignore prolonged 
volatility or misalignment in the foreign exchange market. The need for 
intervention in those circumstances becomes obvious. However, the 
framework evolved must be such that large interventions to stabilise 
exchange rate have to be an exception than the rule. Price stability 
considerations must be kept in view while intervening in a big way. 


Financial Stability 

Increasingly, macroeconomic stability as an objective of central 
banking is closely linked to financial stability. It is easy to see how the 
two are interlinked. Financial stability broadly implies the stability of 
the important institutions and markets forming the financial system. 
Key institutions need to be stable, that is, there should be a high 
degree of confidence about meeting the contractual obligations without 
interruption or outside assistance. While the complementarity between 
the objectives of macro stability or price stability and financial stability 
is easily recognised, one must also be conscious of the potential cases 
of conflict between the two objectives. Normally, price stability is 
favourable to the development of financial products and markets. 

Prior to the 2008 financial crisis, the link between financial 
stability and monetary policy was not clearly perceived. Most central 
banks treated financial stability as an extension of the regulatory 


responsibilities, even as monetary policy pri focused on inflation 
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macro prudential indicators. Distortions in the financial markets not 
only affect the effective functioning of the transmission mechanism of 


monetary policy but also have a direct impact on the real sector as the 
2008 crisis showed. 


Rules and Discretion 


To get back to monetary policy, yet another issue is whether 
the authorities should be guided by rules. The issue of “Rules versus 
Discretion” has been discussed very much in the literature (Pierce and 
Tysome 1985). In fact, the issue applies not only to monetary policy but 
also to other policy instruments. As early as 1936, Henry Simons took 
a fundamental position in favour of rules. He considered it as part of 
“liberal faith.” He wrote, 

The liberal creed demands the organization of our economic life largely 

through individual participation in a game with definite rules. It calls 

upon the state to provide a stable framework of rules within which 
enterprise and competition may effectively control and direct the 
production and distribution of goods ... It is this danger of substituting 
authorities for rules which especially deserves attention among students 

of money. (Simons 1936) 

Not many will agree with the issue of “rules versus discretion” being 

identified with the basics of a liberal system. Institutional discretion is 

not inconsistent with liberalism. 


Rules can be rigid as well as flexible. Gold standard was not only an 
international monetary arrangement in which the value of each currency 
was expressed in terms of quantity gold but also had well laid rules to be 
followed by countries. The golden rules of gold standard as they came to 
be known were rigid and the system finally collapsed. Milton Friedman 
proposed the rule of a fixed rate of growth in money supply and there 
were no takers (Friedman 1975). On the other hand, the Chakravarty 
Committee recommended a flexible monetary targeting system (RBI 
1985). The target itself was based on several variables and its operation 
was not rigid. 

There is considerable amount of debate on what constitutes a rule. 
Some regard even the principle of raising the interest rate when inflation 
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... Monetary policies must necessarily depend ‘ 
which a government pursues. It is wine ae af on pis adie 
that the Reserve Bank can advise. (RBI 1998) wig) ah: 
In fact, Nehru’s letter was harsh in 
sounded even more aggressive, Unfor 
sealed the relationship between govern 
In India, 


its tone. The then finance minister 
tunately, this exchange of letters 
ment and RBI for several decades. 

persons who were appointed as governors were men of 
erudition, scholarship and rich administrative experience. Governments 
listened to them. However, when the chips were down, government 
had its way. It was not just a matter of “fiscal dominance.” Government 


wanted the RBI to consult it before any decision was taken. If the 
government differed, it had its way. 


Section 7 of RBI Act says, 
The Central Government may from time to time give such directions to 


the Bank as it may, after consultation with the Governor of the Bank, 
consider necessary in the public interest. (RBI 1934) 


The Government of India has never used this section. It also acted 
always through other channels. The use of the term “from time to time” 
implies that the original framers had in mind frequent “directions.” 

Monetary policy is part of overall economic policy. Monetary policy 
and fiscal policy running in different directions can impose a burden 
on the economy. There has to be a close dialogue and coordination 
between RBI and government. At the same time, there is advantage in 
specifying the areas in which RBI has a clear mandate. The system of 
the issue of ad hoc treasury bills to replenish the cash balances of the 
central government implicitly amounted to automatic monetisation of 
fiscal deficit. It certainly weakened the role of RBI. It was good that this 
system was abolished in early 1990s. The then government and finance 
minister saw the rationale for the abolition of the practice and were 
willing to go along with RBI. This was an act of great statesmanship on 
the part of the finance minister. The Fiscal Responsibility and Budget 
Management Act, 2003 later took it forward by preventing the entry of 
RBI in the primary market in government securities. In fact, the new 
monetary policy framework is a major step forward in enhancing the 
autonomy of RBI. It not only establishes the primacy of price stability as 
the objective of monetary policy but also gives the power to set the rate 
of interest rate exclusively to the MPC. As of now, the finance minister 
gets to know of the decision on interest rate along with others. 

Central banks like RBI perform multiple functions. They are not only 
monetary authorities but also regulators of the banking system. This in 
Some ways complicates the autonomy question. As a regulator, they have 
only the freedom other regulators enjoy. 
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While monetary policy can have multiple objectives, it needs to steer 
in a clear direction and Prioritisation of objectives becomes essential 
It has to create a hierarchy of objectives. The mandate of the central 
bank has become wider. In that sense, the contours of mone ; 

ea tary policy 
are changing. This is inevitable with the increasing complexity of the 
system in which central banks operate. However, to deal with other 
objectives such as financial stability, standard instruments of monetary 
policy will not be adequate. Regulation and supervision combined with 
an appropriate monetary stance will be necessary to maintain financial 
stability. Total discretion with respect to objectives will make monetary 
policy indeterminate. Central banks need to be transparent and explicit 
with respect to objectives. What is needed is a good combination of 
rules and discretion. Among the various objectives such as price stability, 
growth, and financial stability, the dominant objective for central banks, 
particularly in developing economies, must be price stability. Having an 
inflation target helps in this regard. Under such a situation, inflation 
expectations get truly anchored. In ordinary circumstances, by maintaining 
price stability a central bank can pave the way for the fulfilment of 
other objectives as well over the medium term. However, extraordinary 
circumstances will warrant extraordinary responses. It is sometimes said 
that central banking is neither a science nor an art but a craft. This is at 
best a halftruth. Central banking is no longer the application of wellknown 
tools to well-known problems. The issues that surface are complex. We 
need to continually enlarge our knowledge and understanding of how the 
economy functions and how the different participants of the economy 
react to policy changes, Successful central banks are those which respond 
to problems with speed, tact and intelligence. 
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DEMOGRAPHY AND DEVELOPMENT 


Until recently, the literature of economic demography drew attention 


to two main relationships through which population growth affect th 
economy, what we may call: (i) the ‘saving effect’ and (ii) ‘com beiti f 
investment effect.’ The former of these argues that savings as vedi sd 
by population growth because of the so-called burden of Benenden . 
With high fertility and declining mortality in younger and older mt 
groups, the population acquires an increasing proportion of people in 
the non-working age groups relative to those of working age. Since all 
must consume, in the absence of increasing output per worker, saving 
per head must fall. Even if productivity is increasing, savings a, less 
than they would be with a smaller number of dependents per worker. 
The investment argument is like this: with increasing population, 
a share of investible resources has to be devoted to reproducing for 
additional people unproductive facilities, duplication of social services 
which would be unnecessary if nw | 
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The poorest states and groups (children 
rural areas) reduced poverty the fastest 
data do not reflect post- 


lower castes and those living in 


y in absolute terms, although the 
Covid-19 pandemic changes. 


Among the multidimensionally poor, 
across deprivation categories, 


Cting an example of how things are changing at the ground level, Dr 
Sundipto Mundle, Chairman, Centre for Development Studies, fh A 
newspaper article “Villages at the periphery and the changing face of 
backwardness”, Live Mint, 24 November 2022, informs about his visit 
to four backward villages in Jharkhand, and reports about considerable 
progress in physical infrastructure such as roads, houses, digital 
connectivity, adequate irrigation facilities, Public Distribution System 
(PDS), education facilities etc. With the intervention of the State and the 


general market development, extreme deprivation and hunger have been 
eliminated in these villages. 


deprivation prevalence declined 


Healthcare as a Social Responsibility 


Healthcare has been one of the most neglected aspects of 
development in India. Despite stirring statements in planning 
documents on the centrality of health and healthcare, the field has 
suffered from persistent neglect in public policy in general and 
development planning in particular. 

A direct consequence of inadequate official attention to health 
matters is that the Indian population continues to be exposed to a 
high incidence of communicable diseases and readily preventable 
illnesses. Communicable diseases are seen to be responsible for more 
than half of the ‘burden of disease’ in India. India’s share of worldwide 
leprosy cases is estimated to be as high as 68 per cent. The incidence of 
undernourishment and nutrition-related ailments in India is also very 
high by international standards. India’s health and nutrition indicators 
are very poor, and compare quite unfavourably with those of many other 
countries—both rich and poor. The lack of effective public involvement 
with health matters in India has played no small part in the resilience of 
India’s health predicament (Dréze & Sen, 2013). 


Disparities and Divides 

As far as the overall performance of health services is concerned, 
the picture is far from encouraging in most states. While health services 
have steadily expanded in quantitative terms, there is much evidence 
that their quality has deteriorated. In many states, health centres are 
dilapidated, medicines are not available, doctors are chronically absent, 
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India’s Economic Prospects 


Thus far, this chapter has discussed salient features of India’ 
demographic profile and examined the implications of that profile for 
economic growth in India. Consideration of these demographic realities 
may help Indian policymakers adopt measures that can accelerate India’s 
demographic transition and magnify India’s demographic dividend. 
Alternatively, India could experience a demographic drag on its economy 
if the country falls prey to potential demographic threats to its economy. 

According to David Bloom (2012) policymakers may consider three 
demographic- and health-related potential threats to India’s future 
prosperity: population aging, population sterogeneity, and the effects 
of urbanisation on health. 


Population Aging 
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Ws on the results of a collaborative international 
greatly from the advice and assistance of scholars 
ice things up for everyone—demographers and non- 
+1 finish the talk with some conclusions and issues 
articular, if we consider the next 50 years, then there 
wuncertainty regarding how much India’s population 
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Table 8.1 Provides s 
‘ ~ Summary statistics relating to India’ 
transition. The Principal source of the life expectation sad t PeraPhic 


rate estimates shown is Bhat (1989). To provide a better toga fertility 


what such dry statistical averages actually entail, Figure 8.1 ies ao 
registered crude death and birth rates during the first aida 


of the 20% century for an area of central India that had om 
good civil registration data.? Taken together, the tab ay ely 
; able and the 

Suggest that the country’s demographic transition really began = 
hesitatingly, with a reduction in the average death rate during a. 
and 1930s. These decades saw a decline in the frequency and scale E 
Major famines and epidemics, which previously had made people’s ie 
___ 80 incredibly precarious. As a result, there was a modest increase in 
Atte expectancy. And, with a prevailing crude birth rate of about 45 per 
sand, these small gains in mortality were sufficient to raise the 


nual rate of population growth to over one per cent per year 
920s, the 1930s and the 1940s. This meant that by 1947, 
on had increased to around 336 million. 
Figure 8.1 
de Death and Crude Birth Rates, Four Districts 

of Central India, 1901-1980 
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ightly faster mortality improvement experienced 
ecent times. The fact that women are now having 
flally at very young and later reproductive ages—has 
irked to improve their health status, relative to what 
ar ave been. That said, few analysts doubt that the 
ortality rate is high by international standards (e.g., 
a PS and ORC Macro, 2000). Although it is difficult 
D ‘obably somewhere in the range 300-500 maternal 
live births. 
ewhere, there was a considerable delay between the 
a ined fall in the death rate and the start of a major— 
—decline in the birth rate. Figure 8.1 shows this delay 
g the 1960s, women were still having about six live 
ver, both the figure and the table suggest that the 
¢ a little in the late 1950s and early 1960s. This rise 
y due to reductions in widowhood consequent upon 
ained mortality decline. However, it may also have 
ther modernisation effects—like increases in coital 
‘reflecting declines in traditional restrictions on sexual 
sr ption to traditional patterns of breastfeeding.* 
ws that a fall in the country’s birth rate is only 
h the 1970s. The average age of women at marriage 
lout 15 years in 1951 to over 20 years for women 
trend that has certainly contributed to the fall in 
iges (i.e., 15-19). That said, the main proximate cause 
rtility, of course, has been a major rise in the use 
- especially female sterilisation. The proportion of 
ed 15-49 who are currently using modern methods of 
tt at about 49 per cent by the third National Family 
PHS-3), and about three-quarters of these women are 
lisation (see IIPS, 2008). It is this fact which explains 
ility rate at the beginning of the present century (i.e., 
) was probably around 2.9 births per woman, with an 
th rate of perhaps 25 per thousand population. 
)it is important to stress that ultimately the fall 
high to low levels almost certainly represents an 
tment by people to the preceding, sustained and huge 
ate. In other words, the remote cause of fertility decline 
ere, has been mortality decline. The figure hints 
is happening in this respect. The country has been, and 
bugh a period of dis-equilibrium. This is the transition 


* 


rRAN 
TRANSITION AND ITS CONSEQUENCES... . TIM DYSON 
ae 


SSS a 


\ ns yO 9 eke NORA a a 215 


I ir the birth rate, Table 8.1 shows that India’s rate 
telat 
my , Paring 1951-1961 and 
rth rate has fallen appreciably, but the death rate has 
$s much. Consequently, the population almost tripled 
14-2001. The 2001 census enumerated slightly more 
people. If we make some allowance for census under- 
Subsequent population growth, then the country’s 
is probably around 1,175 million. However, because 
nost certainly falling appreciably faster than the death 
sus will probably register a significant decrease in the 
Sal rate of demographic growth for the first time. It 
the average intercensal population growth rate during 
‘in the vicinity of 1.6 per cent per year (Dyson, 2004b). 
Or a country of such great scale and diversity, 
acture of the demographic transition is a massive 
on. Perhaps the most important reservation to be 
‘Major southern states—Andhra Pradesh, Karnataka, 
atra and Tamil Nadu—have been, and remain, nearly 
d in their experience of the demographic transition— 
major populous northern states—in particular, Bihar, 
(MP), Rajasthan and Uttar Pradesh (UP). For example, 
ition System (SRS) data suggest that during 1996- 
ancy in these five southern states averaged about 66.3 
‘te 59.6 in the four northern states. Similarly, during 
‘total fertility in these southern states averaged about 
oman, compared to an average of 4.3 births for Bihar, 
UP combined. Without doubt, it is especially in the 
and landlocked northern states of Bihar and UP that 
feproductive behaviour have been slowest to change. 
‘ 
urbanisation—i.e., the rise in the proportion of the 
ig in urban areas—has been another key development 
ertainly, has facilitated the reductions in mortality and 
‘ integral components of the demographic transition. 
hings, urban areas offer economies of scale in terms of 
health and family planning amenities. It is much harder to 
umber of children if you live in a town. Also, modern forms 
ly, sewage and access to education are usually somewhat 
ban sector. There is no doubt that life expectation in the 
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Sustained fall in mo 
pr the 20" century furt 
"1 growth and urbanisa 


rtality that occurred during 
her transformed the situation 
ri tion. India’s urban 8 

Ty © ’ WF 
1 More from mortality de dake 


. cline than has the rural 

— S suggest that by 1970-1975. }; r aectar) 
aS a Massive 10 J , life expectation in 
gl e€ 10.9 years higher than in the rural areas; and 


1996 i 
ong the gap was still put as high as 6.9 years (Registrar 


1. . ° 
i or To reiterate, today the gap probably still 
‘3 ui improvement in urban mortality removed 
4 y a ceiling—on the level of urbanisation. The 
‘ ics in Table 8.1 imply that between 1951 and 2001 India’s 
ation grew from 62 to 285 million i.e., at an average of 
| people during each decade. And the 2001 census put the 
isation at 27.8 per cent. That said, this figure of 27.8 per 
be much higher by some other criteria. For example, census 
jl showed that there were 13,376 villages with populations 
pple or more. Pravin Visaria (2000) pointed out that these 
ained about 113 million people, and were they to have been 
rban’ in 1991, then the country’s level of urbanisation would 
ed from 25.7 to about 39 per cent. Relatedly, some states, 


nil Nadu have recently felt the need to reclassify many ‘rural’ 


' 
all, 


e, and again, the proximate causes of urban growth and 
in are well known. For example, reclassification can satu 
t like villages cross certain thresholds to become pene 
nd urban areas that are already established can ere their 
, . . a -. . ever, 
1 area and thereby their population size. Essentially, how 
‘as hole grows either because of 
tion of the urban sector as a W g 
. al increase. In recent 
Han micration or because of urban natur 
h Ate i f urban population growth has resulted from 
papain ban migration— 
| from net rural to urban mig 
yal increase, rather than : | 
. Bs rural to urban migration has contributed as well 
rows 
ocess of urbanisation occurs because the Kee pai i 
¢ during the demogr 
: It does so because 
‘the rural sector. afi le 
: has two main sources of growth—1.e., urban pa? 
: ] to urban migration—rather than just one gts ta 
: Das in the rural sector). The volume of urban i 
¥ flects the overall population growth geet me 
-. a line (e.g-, see Preston, 1979; Visaria, 1 ; va 
sig ‘og ; i ossl 
i, : ‘sation in contemporary India would be imp 
s of urban! 


ng pattern 

E succession, and 

uw ape . The average life 
| ub nay well be about 69 
vour of females), There 


= >. 2., through higher 


featment of diarrhoeal 


nia actually rose (from 74% to 
tt there has been an increase in 


04). Just because per capita 

" the he quality of people’s food intake 
what i is good for themselves. And 
di a th respect to nutritional status 
hanges—e.g., rises in immunisation 
il consumption, let alone rises 
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con Eines it seems likely that various 
areas as urban in much the same 
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ly and fast demographically, 

y-off states are mostly growing fast 
mographically. In both cases, processes of 
Sply. That is, faster demographic change would 
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centuated in the post reform 
he pre-reform period itself. For 
rly 1960s, the per capita GSDP 
vashtra and Gujarat was, on an 
mn the average per capita GSDP 
UP, Orissa and MP. This disparity 
rly 1970s (Rao, 2005) and was 
t during the 1980s, but escalated 
J-1990s (1993-96), and further to 


below the national average together 
Suntry’s population and as high as 
on below the poverty line. Further, 
er cent of the population belonging 
ntaged sections like SCs and STs. 
rowth which needs to be exploited 
country over a long period. ‘his is 
d social equity and for strengthening 


jiscussion that for reducing regional 
ing social and economic infrastructure 
greater public investment needs to 
the development strategy. The other 
ese regions are: speeding up social 
werment of the common people and 


tes have long been a cause of concern, 
f the problem of severe imbalances 
of otherwise well-performing states, 
fate imbalance and neglect. ‘The centre 
fith this problem on a priority basis. We 
y be trapped in a prison of discontent, 
fill only breed extremism. The spread of 
stricts in the country is a warning sign. 
munalism has left scars are also festering 
air is the result of visible failures of the state 
governance and create an environment where 
xperience the benefit of development. Special 


3 to remove the discontent, instill a sense of fairness 


sand give them dignity and hope. 
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Growth Prospect: An Assessment 

Attaining above 8 per cent growth consecutively for five years 
between 2003 and 2007 by the Indian economy attracted worldwide 
attention and many observers believed that India, like China, was riding 
on the high road of growth. The post-reform experience shows that 
India’s growth path, unlike that of China, is going to be considerably 
uneven. Some analysts believe that the high growth story has come to an 
end and an average growth rate of 5-6 per cent might be more of a rule 
and see this as the ‘new Hindu rate’ of growth. Many others, however, 
are more optimistic and argue that conditions are ripe to maintain an 
average growth rate of 7-8 per cent as experienced in the last decade. 

National income numbers continue to be controversial, remarks 
Rangarajan (2019). No serious policy decision can be taken with 
ambiguous numbers. Nevertheless, even with the new official numbers 
it is clear that growth is slowing down. As in the revised new base 
estimate growth rate in 2016-17 was 8.2 per cent, in 2018-19 it was 


a (2020): 
lormance under the NDA improved initially but the 
was short-lived. A new national accounts series was 
pn 2015. According to this series, growth peaked at 8 per cent 
, using the GVA measure which corresponds to GDP at factor 
| earlier, and then decelerated steadily, falling to 4.5 per cent in 
cond quarter of 2019-20. The Advance Estimates, released by the 
ial Statistical Office in January 2020, projected growth for the year 
whole at 4.9 per cent. This implies that the NDA government in its 
first six years, would have delivered an average growth rate of only 6.9 
per cent, compared to an average of 7.8 per cent for the 10 years of the 
UPA... Part of the revival of growth in the first three years was simply a 
~ continuation of the upturn that had begun in the last year of the UPA, 
when growth moved up to 6.1 per cent in 2013-14. Performance in the 
first two years of the NDA was greatly helped by the collapse in world 
oil prices in October 2014, which created a very favourable external 
environment compared to the situation facing the UPA when oil prices 
were very high. However, questions began to be raised about whether the 
new national accounts series was overestimating growth. Data on sales 
on trucks, cars, scooters, consumer electronics, etc., as well as the growth 
of bank credit, suggested that economic growth was much slower than 
indicated by the new series. 
The issue of whether the new series was overestimating growth was 
examined by Arvind Subramanian. He found that the growth rate using 
the new series for the period from 2011-12 to 2015-16 was much less 
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variables with which growth 
lated. Probing deeper, he 
stimating the annual GDP 
points. 


rvey for 2017-18 brought further 
sld of the results and reported 
18 was about 3.7 per cent lower in 
had traditionally shown lower 
its, but this was the first time since 
Sita consumption to be lower than 
he government announced that the 
a the grounds that the results were 
| and a new survey would be carried 
mpromised the independence of the 
ent economists issued a statement on 
government's decision. 
ata have shown that the decline in per 
a reflection of adverse developments in 
is declined in all deciles in rural areas 
how an increase. The urban-rural divide 
centage of the population in poverty has 
n 2011-12 to 22.8 per cent in 2017-18. 
reflects a sharp increase in rural poverty 
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rallz tion of a government with a strong 
d a declared objective of improving the 
| reassure investors and revive private 
or _ Gross fixed capital formation under the 
2.9 per cent of GDP in 2007-08. It declined 
lobal crisis, but recovered in the later years 
nt of GDP in 2013-14. Despite pro-investor 

ernment, the rate of fixed investment 
‘to reach 28.1 per cent in 2019-20 according 


riven by a complex combination of domestic 


re were many domestic factors at work which 


| The failure to meet fiscal targets and the 
reated about macroeconomic prospects was one 
“fiscal deficit for 2016-17 ended up at 3.5 per cent 
srcentage point higher than the finance minister had 
ore disturbingly, the Comptroller and Auditor General 
Centre’s fiscal performance for 2016-17, 


a report on the 
ha as understated by as 


7 out that the fiscal deficit for that year W 
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the economy after 2003. This is the primary reason for expecting India’s 
growth outlook to be better than it was in the pre-pandemic years. The 
sound and healthy financial system developed over the last few years will 
ensure efficient credit provisioning, contributing to higher growth in 

the coming years through higher investments and consumption. Thanks 

to India’s digital revolution and formalisation, banks have far more 
information about their customer's credit risks than before, thus being 
able to make credit and pricing decisions better than before. That should 
make for a healthier and longer credit cycle than before. Bank credit 
growth has been well into double digits for quite some time now. A 
recent IMF Working paper analyses the trends in the Credit - GDP ratio 
gap, bank balance sheets and the GDP growth in India since 2012; and 
shows that better-capitalised banks result in higher credit growth, which 
further translates into higher GDP growth. 

The digitalisation reforms and the resulting efficiency gains in 

terms of greater formalisation, higher financial inclusion, and more 
economic opportunities will be the second most important driver of 
India’s economic growth in the medium term. In its recent Article IV 
report for India, IMF highlighted that India’s successful implementation 

of the wide-ranging reforms and more than expected dividends from 

__ digitalisation could increase India’s mediumterm growth potential. 
___ The evolving geo-political situation also presents an opportunity for 
India to benefit from the diversification of global supply chains. ‘The last 
few have exposed multinational firms to unprecedented risks due 
»al trade tensions, pandemic-induced supply chain disruptions, and 
conflict in Europe. Firms were exposed to the risk of concentrating 
prod ction in a single country. Therefore, given the global policy 
ainty, multinational firms are gradually exploring strategies to 
, their od iction bases and supply chains. UNCTAD, in one of 

ys that ‘reshoring, diversification, and regionalisation 
turing of global value chains in the coming years. 
neworks, India presents itself as a credible 
sifying out of other countries. The recently 
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id market. This is 
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the choice of the base year for prices is crucial. 


provide data at 


tire 20* century. There are of course alternative 


For instance, Angus Maddison’s estimates” of 


average annual 
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t a far more 


um. This estimate would sugges 
the end of the colomiai era. 

of the two standard comparators of the 

an economy, the performance of other economies. 
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-y different mould from 
tical climate of the time, 
ht-winger, he was perhaps 
than most of his peers. 
y have been mistakes only 
iad flowed into different 
plural strategy which had 
specific issue that we are 


d prime importance to 
ctor plan outlay has been 
pment. In addition, heavy 
lucing agricultural inputs 
Was a massive increase in 
from %70 crore in 1950- 
agricultural inputs are 
ted, and during the last 13 
of production have been 
ies can hardly be described 
the fact still remains that 
irrigation, extension and 
ucture and social services 
982: 60) 


spect to the allocation of 
ihna must persuade all and 
it would be the case that in 
agriculture was certainly lower 
On dwarfed every other cohort 
pic approach to things. To state 
Mmade, planned industrialisation 
msion as Mahalanobis had seen it. 
fal growth, it was diagnosed that 

led, whether fertiliser for nutrient 
‘implements or cement for irrigation 
fal production was relatively free from 
ile private industry was subject to stringent 
im entirely different approach to assessing the 
"was neglected. This is to account for intent by 
fan pronouncement of now only the performance 
@ already looked at the data on agricultural growth in 
though nested within the larger category of ‘primary 
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een neglected very severely 
are the interventions from 
elevance of primary education, 
ishnamurti,*’ an economist 
ritten in 1955 within months 
or the Second Five-Year Plan 
Krishnamurti was writing “... 
r education in the Mahalanobis 
vith little importance given to 
id calling for a reallocation to 
itlay on heavy industries. 
reasons for a greater expenditure 
(planation for why it is so low. 
ass of the population, specially 
7 have far-reaching benefits of a 
would greatly lighten the task 
rapid economic development.” 
yen-handedness in dealing with 
idustries or river valley projects’ 
financing, he speculates whether 
8 brought up in the traditions of 
apply the calculus of the private 
tation.’ 
al scenarios that are sketched for 
mds to get emphasised, the implicit 
Bs of trade were neglected. There may 
Nat least surely for the period starting 
er of primary education from these 
is striking. One cannot overlook 
fe of India, not to mention the rate of 
“eapital accretion, may have been vastly 
ention been paid to primary education at 
wis also an evaluation of the contribution of 
r msformation of India, | am reminded of the 
l@ civil servant in Bangalore that the man whose 
‘Children’s Day in India had actually managed to 
very young. Cruel as it may sound, and appearing 
Wehru's known empathy with children, the verdict 
is indeed correct that primary education was severely 
s Nehru era. It is of course technically true that, given 
distribution of powers in India, ‘education’—being a 
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This is noticeably at odds with the customary assessment of 
hru éra by economists. Historians, it appears, bring 4 greater 
economy that economists as they privilege economic theory 


hf (2005), Table 6.3 

“ad also be found in the reported comments on economic growth 
b Having first castigated Nehru's “Fabian socialigm’, Greenspan 
4 in recent years but plays down the acceleration as having 
‘Give up Sox ialismn: Greenspan’, Times of India, New Delhi, 
hature the observation displays an empirical oversight in that 
r5 per cent per annum in the 1980s which was the highest rate 


by then 


Ff Plan’, speech initiating the debate on the Second Five-Year Plan 


h 1956, reprinted in Jawaharlal Nehru’s Speeches (op cit) 


© of the claim of the neglect of agriculture under planning, see 


ched England without being stained with human blood”. British 
fed by Winchester and Winchester (2004: 56) 

ave there treated 
culture 
2007). 
ath of 


years 


Hin Table 1 reflects only the first acceleration as we h 
1950 as one. For a demonstration of the acceleration in agri 
rst half of the 1960s, see Balakrishnan and Parameswaran ( 
Ber se is established to have occurred immediately after the de 
ition” ought not to be seen as episodic but the result of some 
d bed, so to speak, in terms of the spread of irrigation, the diffusion 
extension, and preparatory measures such as field trials under the 
search system ICAR, some of these commencing in the 
ra (1964), “despite all the gains of the last 17 years, 
re lost time of these very years, during which all of 
less romantic and during which our per capita availability of food has 
iprain”, is appropriately cautionary but wrong in its claim regarding the 
. The per capita net availability of grain had grown slowly but steadily 
in the population growth rate. Of course, that 
ptionable, but two caveats are in order here. 
th in availability of foodgrains in India has barely matched the record 
Bnomic Survey 2006-07, Table 1.17. Secondly, the Nehru era is the only 
India when the relative price of food crops actually 
he fact that this would be considered 
idence that the Nehru- 


agricultural re 
B comment by Mit 
ve to make up for tl 


nite the significant rise 
have been better is unexce 
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Table 4.4 in Misra). Apart from t 
opment, it is the best imaginable ev 
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Bt binding Indian economic growth. 
professional economists, It !s widely 
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bate in Kerala today in Mathrubhumi 


il society See the report ona de 
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Basic Considerations Relating to the Plan Frame 


omists constituted by the Planning Commission 
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Jawaharlal Nehrus Speeches 1957-1963, op cu 


icknowledging assistance from the west when 


Lingly, Nehru w 


| 


INDIAN RCONOMY SINCE INDEPEN DRNECR © UMA® 
314 


he felt it necessary to do so, For the speech continues, "May | also refer to these 
set up the plant here, the well known Swiss firm of Ocrlikens whe laid the fou 


built the firet HMT plant and helped in training our people in the early stages, @ 
has yielded this fine result.” 


32. See ‘Public Finance Statistics 2004 OS', Ministry of Pinance, Government of India, 

33. See ‘Krishnamurti’ in Balasubramanyan (2001). | am indebted to Mamachandr 
brought this extraordinary document to my attention 

34 


All quotations are from ‘Krishnamurti’ in Balasubramanyan (2001) 


35. See Hankla (2006). Por a leas theory laden but historically richer, in that it te relat 


events, account see Chandra, Mukherjee and Mukherjee (2000) 


Desai (2007: 40). See also the distinction ‘Nehru versus Nehruites’ by Dhar ( 


37, Labour has limited rights of geographical movement and none of trade union 


China 


38. See Gopal (1975; 1979; 1984). See aleo the more recent tribute by Malhotra ( IT) 
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Table 11.3 


Savings and Investment Rates: Projections 


(Per cent ta 


2007-08 2012-13 2017-18 to 2022-23to 2027 
2021-22 2026-27 203 

Actuals Projections 
Gross Domestic Savings 36.8 
1. Household Sector 22.4 


(a) Household - 
Financial 11.6 
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21.9 26.3 
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rn pri roe that such external capital flows should be 

e point of view of servicing such inflows over tire 
This was done in the National Transport Development Policy Committee 
(NTDPC) modeling framework by utilising 4 debt sub model which 
projects the implications of debt flows servicing needs over time. Por 
4 country with an increasing size of its economy as projected, even 
relatively small proportions of its GDP start assuming large absolute 

from the point of view of international capital markets. 

Net capital flows that are absorbed by the economy as 4 whole are 
identically equal to the CAD. Considerations for sustainability indicate 
that the CAD should not exceed around 2.5 per cent of GDP on a 

| basis. As the CAD increased to levels exceeding 4 per cent of 
GDP in 2012-13, we have already seen the kind of instability that can be 
caused by adverse developments in international financial markets. 

Indian exports have grown at a healthy pace since 2002, significantly 


faster than world exports. In fact, the total exports of goods and services 
and 2008-2012, 


almost doubled as a share of GDP between 1998-2002 
rea for 2008-09 and 


sing a level of about 22 per cent of GDP. Except 
which were crisis years for global trade, Indian exports of 


4 services have been growing at 20-25 per cent per year since 


02. In view of the protracted current slowdown in global trade, and 
the low [ ty of a revival of the high growth rates achieved earlier, 
niecting a relatively slower pace of growth at 11-12 per cent 


7 sein 0: 7 and 2032. Even at this pace, exports of 
ial level of about 25 per cent of GDP to 


iss 


1 incr ase from the current 
30 per cent of GDP in 9017-2022 and 38 per cent in 2027-2032. 


Imports of goods 
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16 per cent of GDP to about 19-20 per cent in 2017-2022 and rising to. 
22 per cent in 2027-2032 (At present, Chinese forex reserves amoung 
to about 18 months of imports and 41% of GDP). Such an expansion of 
reserves would also be consistent with the required expansion of bas¢ 
money, the RBIs balance sheet, which is necessary to fuel the monetary 
expansion consistent with GDP growth. Thus, the consistent need fog 
accretion to forex reserves implies that net capital flows will need to be 
in the region of about 4.5 per cent of GDP during 2017-2032, if the cag 
is kept at a level of about 2.5 per cent of GDP. This would allow annug 
reserve accretion amounting to about 2 per cent of GDP over the period, 
In absolute terms, the implications of such a scenario are that net annua 
capital flows will need to be about $135 billion in 2017-2022, rising tg 
about $330 billion in 2027-2032 (at 2012-13 prices). From an externaf 
sustainability point of view, and given the more volatile nature of debg 
flows, the projections assume that the equity component will 
at 60-65 per cent of net capital flows, with debt flows (35-40% 
the residual. These proportions are also broadly consistent with ¢ 
prevailing debt equity ratios in the Indian corporate sector 

The key lesson from this exercise is that even if the CAD is kept at 
a modest range of around 2.5 per cent of GDP, total net capital flows 
that will be needed amount to large and growing magnitudes over the 
medium-term. There will, therefore, be a need to ensure high external 
confidence in the Indian economy so that such external capital flows ate 
forthcoming. 


Infrastructure Investment 


| Achieving a high sustained rate of economic growth requiré# 
_ corresponding investments in infrastructure, including all aspects of 
transportation. If industrial growth is to be ratcheted up to growth rates 
ie SR aieg 10 per cent, and if there is to be the kind of trade growth 
, the demands for the provision of power, transportation and 
ics will also grow commensurately. The continued expansion of 
requires corresponding investments in ports, airports, and in 
domestic transport linkages. 
‘this perspective in view, infrastructure investment wi! need 
significantly in the avant years for stable and sustainable 
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Figure 11.6 


Personal Income Tax Revenues 


9.0 a9 
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Per cent to GDP 


2007 2008 2009 2010 2011 
® OECD (unweighted average) @ India 


Source: Revenue Statistics 2013, OECD; Government of India 


Low income levels in India can partly explain the relatively low 
personal income tax collections in India, but it appears that the income 
tax rates are also notably lower in the Indian context. This is true for 
both the peak income tax rate as well as the income thresholds at which 
the various tax rates kick in (Figure 11.7). For example, the peak income 
tax rate in India was 30 per cent in 2013, whereas it averaged 36 per 
es cent in the OECD countries;’® in as many as 15 OECD countries, the 
ak personal income tax rate was 40 per cent and above. 4 Also, the 
imum income tax rate averages 10 per cent in the OECD countries 
or inte, although this specific comparison is complicated 

basic exemptions and credits across countries. Turning 
> thresholds levels, the peak income tax rate 
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Source: Standing Committee on Finance (2012), Direct Taxes Code Bill, 2010, 49th Report, Lok Sabha 


Secretariat, New Delhi; and SIAM. 
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Cross-country evidence indicates that broadening the tax base 
(including through withholding taxes etc) is the key to increasing tax 
revenues in many low-income countries (Besley and Persson, 2014). This 
is true for advanced economies as well. For example, the Scandinavian 

f third-party information 


‘tax systems have very wide coverage 0 
: {]-developed information trails ensure a low level of tax 


_ feporting and we 
- evasio over, broad tax bases in these countries further encourage 


ion. More 
nd contribute to modest elasticities of 


1s levels of tax avoidance a 
income with respect to the marginal tax rate.’ The subsidisation 
ision of goods and services complementary to working— 
ing childcare, elderly care, transportation, and education— 
, a high level of labour supply. Such public provision of labor 
implies that the effective labour supply distortions are less 
mplied by the tax-transfer distortion claims (Kleven, 2014). 
in advanced economies, if third 


as high as 90 per cent 
sta; the commpliance rate increases t0 99 Pst 


f 


noe pe 


qu feasible b 
manutac uw 
frastructu 


INDIA ON THE gp 


OWTH TURNPIRG « ARVIND ANAGARIYA _ 
i Of the 31 states and UTs listed, the last 10 
oy ita dia Coen less than 100 billion rupees or $2 billion. Going 
F aeclerrngireye “s available for 2005-06, Nagaland also falls below these 
100 hei faves only 20 states and Delhi with NSDP exceeding 
10n rupees, Whereas it is important to analyse the smaller 
entities —8 States and 3 UTs—from the standpoint of welfare of their 
wompactive citizens, at least in an accounting sense, economic outcomes 
- them have very limited consequences for the country as a whole. This 
conclusion calls for focusing at least the initial analysis on the 20 larger 
states and Delhi. Out of this smaller group, 3 states—Chhattisgarh, 
Jharkhand and Uttarakhand—were created only recently in November 
2000. Therefore, our initial focus is on 17 states and Delhi, which 
together accounted for 93 per cent of the population as per 2001 Census. 
ci return to the small states and UTs and the recently created states 
Before I turn to the growth experience of the restricted set of states 
and Delhi; however, it is useful to examine the pattern of per capita 
NSDP across all 28 states and four UTs. The latest year for which we 
_ have NSDP data for all states and UTs is 2006-07. For most but not all 
ates and UTs, it is also available for the following two years. Therefore, 
13.2, I report per capita NSDP for years 2005-06, 2006-07 and 
at 1999-2000 prices for all states and UTs when available. The 
: fs are now ranked from the highest to lowest per capita 
ar 2005-06. There are occasional shifts in the rankings 
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ciate ve “2 eas employment for female workers is 45 per 
Se sada ahetth r male workers at 62 percent. 
wage gap is still high. Calculations based on 61st 
round of NSS 2004-05 show that women’s nominal wages are, on 
average, 71 per cent of men’s wages in regular salaried work and 56 
cent of men's wages in casual work. Based on the NSS data from 
1999-2000 it was found that only 27.5 per cent of the difference in 
casual wages between male and female workers could be explained by 
factors like human capital and location, while the rest was attributed to 
unobserved factors. Some of these unobserved factors may well involve 
discrimination (The World Bank 2011). 

The idea that inclusive governance is necessary for achieving 
inclusive development started taking a practical shape when the 73rd 
Constitutional Amendment Act mandated 33.3 percent reservation 
for women in Panchayat Raj institutions across the country. Also, the 
constitutional amendment stating that one-third of total seats in local 
self-government institutions have been statutorily reserved for women 
was enacted in 1992. Article 243D of the Constitution (introduced 
through 73rd CAA) provides that one third of all seats and offices of 
the Chairpersons are reserved for women and such reservations to 
seats and offices are also within the reservation of SC and STs in all 
the three tiers of the PRIs. Although the 73rd amendment provided 
for one-third reservation for women, subsequently 20 states have 

- raised the reservation of seats and offices for women to 50 per cent, as 

sroviding reservation in local bodies is under the jurisdiction of states. 
oximately 46 per cent of elected representatives of local bodies are 
omen in the country (Sinha 2018). The constitutional amendment bill 
2009 was introduced in Lok Sabha to provide 50 per cent reservation 
in urban local bodies, but the decision on this is still pending. However, 
some states have reserved 50 percent seats in the urban local bodies too. 
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2020). At this pace of change, it may take around 100 years for women 
to reach the 33 per cent representation visualised. 

It was open for each of the political parties - favour of reservation 
of one-third seats for women to aim at realising this objective by fielding 
adequate number of women candidates and ensuring their election. Such 
a practice could have facilitated the passing of the Women’s Reservation 
Bill by bringing about a consensus. For the 2nd Lok Sabha (1957), the 
total number of women candidates fielded by all the national parties 
constituted only 4 per cent of the total number of contestants fielded 
by them, the women candidates fielded by the Indian National Congress 
(INC) and Communist Party of India constituting 6 per cent and 4 per 
cent respectively. For the 17th Lok Sabha (2019), the number of women 
candidates fielded by the national parties increased to 12 per cent, 
those by the All India Trinamool Congress being 37 per cent, CPI(M) 
15 per cent, BJP and INC 13 per cent each, CPI 8 per cent, and BSP 6 
per cent. Trinamool Congress alone stands out prominently in respect 
of the number of women candidates fielded in this election (Election 
Commission of India). 

For all the state Assemblies together, the number of women elected 
to the total number elected increased from 3.5 per cent during the 
General Elections held between 1974 -1978 to 14.4 per cent during the 
General Elections held between 2016-2020. The pace of increase in the 
representation of women in state assemblies seems to be almost the same 
as their representation in the Lok Sabha. States showing higher than 10 
per cent representation for women in Assemblies during 2016-2020 
are: Andhra Pradesh, Bihar, Chhattisgarh, Delhi, Jharkhand, Rajasthan, 
Uttar Pradesh and West Bengal. It is significant to note that many of 
these states are poorer in terms of their average per capita income. It is 
equally significant that some of the richer states like Gujarat, Karnataka, 
Maharashtra, Punjab and Tamil Nadu show poorer representation (less 
than 10%) for women. Even the state of Kerala has a representation of 
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to Mumbai city and suburbs, where there are no agriculturists, but only 
agri-business. Part of such subsidised credit is being refinanced to smal] 
farmers, and in the open market, at a rate of interest up to 36 per cent 
(Mittal 2021). 

The regional distribution of agricultural credit in India in 2018-19 
shows that its distribution is highly skewed. It is low in North Eastern, 
Hilly and Eastern states, the share of North Eastern States being less 
than 1 per cent in total agricultural credit disbursed. Since the small and 
marginal holdings constitute more than 85 percent of total operational 
holdings in the eastern, north-eastern, and central regions, these regions 
warrant greater distribution of agricultural credit (Government of India 
2019). 

One of the reasons for women’s low representation in non-farm 
employment is the poor access of women to credit markets and financial 
products. Data from the Reserve Bank of India showed that only 12 per 
cent of all individual bank loan accounts belonged to women im 2006, 
and for every %100 of bank credit given to a man, a woman received 
only %15. Further, while 29 per cent of women belonging to higher 
castes (non-SC/ST/OBC) have their names on bank accounts, only 16 
per cent of OBC women, 13 per cent of Dalit women, 10 per cent of 
Adivasi women, and 13 per cent of Muslim women have their names on 
individual or joint bank accounts (The World Bank 2011). 

However, as far as financial inclusion of women defined as having a 
bank or saving account that they themselves use is concerned, significant 
progress has been made in the recent period. At the All India level, the 
proportion of women having such accounts has increased from 15.5 
per cent in 2005-06 to 53 per cent in 2015-16 (Government of India, 
2019). This could well be explained by the increasing practice of making 
payments directly to their accounts, from the government and other 
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of an inequitable interest rate structure. For instance, paradoxically, 
a small farmer was made to pay an interest rate of 12 per cent while a 
highly rated corporate entity could raise money from banks at 6 per cent. 

Therefore, the basic cause for financial exclusion, often missed, is 
a mindset lacking in social concerns. This has to be faced squarely if 
appropriate institutional arrangements are to be made for checking the 
prevailing distortions in bank lending. The experience with the linkages 
of Banks with Micro Finance Institutions and Self-Help Groups (SHGs) 
clearly demonstrates that the poor are bankable: Even when margins 
are low, high volumes can make the business profitable (Joshi 2008). 
Innovative institutions and methods for the delivery of credit are called 
for, such as Group-Lending to small and marginal farmers, and using 
NGOs, Farmer Clubs, SHGs, etc. for credit delivery. 


Slow rise in Tax Revenues 


Slow increase in tax revenues, especially from direct taxes, accounts 
for the sluggish growth in public expenditure on social development e.g. 
on health, education, and the minimum needs including social insurance 
for the poor. Over the 40 years of pre-reform period from 1950-51 to 
1990-91, annual revenues from direct taxes remained below 2.5 per 
cent of GDP as against a rise in indirect tax revenues from around 4 per 
cent to around 13 per cent of GDP over the same period. The maximum 
marginal rates of income tax were brought down at different stages from 
the unduly high or ‘confiscatory’ rates of around 98 per cent in 1974-75 
to 40 per cent in the reform-oriented budget of 1992-93 presented by 
the then Finance Minister Manmohan Singh. Within a period of another 
5 years in 1997-98, the Finance Minister P. Chidambaram brought down 
the marginal rates of taxation further to 30 per cent ~ one of the lowest 
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and reducing exemptions. This would enable 
larger transfer of resources to the poorer states both through the Finance 


Commission and the Central Ministries as well as a significant increase 
penditure on social development including education and 


raising rates of direct taxes 


in public ex 
health care. 


Slow Pace of Decentralising Development through Devolution of 
Functions and Resources to the Local Elected Institutions 


Experience has amply demonstrated that participatory or inclusive 
governance is indispensable for achieving inclusive growth. This is 
woefully lacking at the grass roots level where the formulation of 
schemes is not quite in keeping with the local needs and circumstances, 
and administration is not directly accountable to the local people. It is 
precisely to cope with such challenges that Panchayat Raj was visualised 
by the late Prime Minister Rajiv Gandhi. 

Thanks to the 73rd and 74th amendments to the Constitution, 
elected Panchayats have been in place. But they are deprived of necessary 
functions, finances and functionaries. No serious effort has been made 
so far to devolve such powers, not to speak of any effort to build up 
local capabilities by training the elected functionaries. On the other 
hand, certain state governments have been active in pursuing top-down 
development and governance by floating numerous schemes and parallel 
implementation structures which cut at the very root of Panchayati Raj 
institutions (PRIs). This is explained solely by the resistance from the 
entrenched interests to part with their powers. 

Every year since 2008-09, the Minstry of Panchayati Raj (MoPR) 
has been conducting a study to assess the extent of devolution to PRIs 

aos ni ries thr an independent agency. The 
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_ governments; allocation of substantial amount of grants (mostly 
untied) to the local bodies; and continuous capacity building of the 
PRI staff. A dedicated PRI cadre and Panchayat window in the budget 
document (as in case of Kerala) have paved way for the decentralisation 
process to take deep roots in the better performing states. 

Resistance to decentralised planning by devolving functions, 
finances and functionaries from the state to local levels was conspicuous 
in the former integrated state of Andhra Pradesh. A devolution index 
constructed by the National Council of Applied Economic Research had 
shown this to be a mere 50 per cent percent for the then Andhra Pradesh 
state as against 75 per cent for Kerala, 70 per cent for Karnataka and 
67 per cent for Tamil Nadu. After the bifurcation of the state, in Andhra 
Pradesh and Telangana, parallel institutions such as Janmabhoomi 
Committees’ and ‘Gram Jyothi’ programmes have been given importance. 
These Committees, not being democratically elected bodies, are not 
directly accountable to village communities. In these two states PESA 
has not been strengthened depriving genuine tribal governance. The 
institutions of Gram Sabhas have not been strengthened. Even though 
50 per cent reservation to women for elections to Panchayats has been 
accomplished, the women members have not been sufficiently trained 
in the governance allowing for their proxies to have larger say in the 
decision making process of the PRIs. The higher level political executives 
such as MPs and MLAs seem to have a greater say in the governance 
of PRIs, as compared to the PRI representatives in the planning and 
execution of developmental programmes at the grassroots level. 

NITI Aayog as a think tank at the national level can be effective 
1 a large country like India with enormous regional diversity, only if 
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capita income and nearly half the population being close to su 
standards of living (Acharya 2020; Venkateswarlu, 2020). There is 
greater clarity on the socioeconomic and humanitarian consequences of 
this epidemic than on its causes, although it may take some time before 
definitive estimates of loss in output, incorme and employment, and rige 
in income inequalities can be made. 

Deficiencies in the system of public health care in India have been 
exposed glaringly from the spread of COVID-19 epidemic. States in 
India with higher per capita income often showed higher death rates 
from COVID-19 because of lower public health expenditure as a share of 
state domestic product than the poorer states. According to an estimate, 
approximately 72 per cent of deaths occurring from this epidemic til] 
the first week of November, 2020, could have been avoided if public 
expenditure on health across the country were the same as that of the 
state with median level of public health expenditure. Further, across the 
eight countries in South Asia, where richer countries generally spend 
proportionately more on public health, there is a particularly marked 
negative relationship between public expenditure on health and death 
rate from COVID-19 (Balakrishnan and Namboodhiry 2020). 

Three immediate policy lessons emerge from the consequences 
of COVID-19 epidemic in India: First, public health system needs to 
be thoroughly revamped by substantially increasing public health 
expenditure; Second, as suggested by Rangarajan and Mahendra Dey, 
substantial relief needs to be provided to the poorer and vulnerable 
sections in rural as well as urban areas by giving cash transfers of 
minimum %4000 annually to all women above the age of 20 years, by 
extending the present MGNRGA to urban areas, and by increasing 
the number of days provided for employment under this scheme to 
150 in rural as well as urban areas. The proposal has the merit of easy 
identification of beneficiaries and minimising the leakages (Rangarajan 
and Mahendra Dev 2020). Third, because of a large number of jobs 
lost, especially in the unorganised and informal sectors, employment 
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The Way Forward 


It would be wrong to attribute the failures to achieve equitable 
development in India to the present democratic system as such. Rather, 
they can be traced to the way the functioning of democracy has been 
twisted and moulded by the pulls and pressures from the vested 
interests. Unlike in mature western democracies where democratic 
institutions evolved in the course of radical social transformation over 
a long period, in India institutions of democracy were adopted after 
achieving independence in 1947, even as the traditional iniquitous social 
structure remained largely intact. 

In the course of long-drawn struggle for independence in India, 
the post-independence agenda for economic development and social 
justice through Development Planning was widely articulated under 
the leadership of Jawaharlal Nehru. Because of active participation 
of all sections of population in the movement for freedom and 
democracy, it was believed that after achieving independence the 
objectives of economic development and social justice could be achieved 
through peaceful and democratic means. It was thus envisaged that 
democracy would become a potent instrument for bringing about social 
transformation. This approach of the Indian National Congress (INC) 
well before achieving independence drew inspiration from the Soviet 
Union as well as Western democracies, from the former for the objective 
of achieving socialism and from the latter for adopting peaceful and 

Nehruvian Model of Development, so conceived, was nearest to 
the Social Democratic Model followed by the Scandinavian countries 
in Europe, as both the public and private sectors had a significant role 
there striving for growth and social justice through the democratic 
process, But the experience in India over the last 70 years has raisec 
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It would be appropriate, in this context, to refer to the question raised 
by B.R.Ambedkar, the principal architect of the Indian Constitution, 
during the Constituent Assembly debates: 
“On 26 January 1950, we are going to enter into a life of contradictions, 
In Politics we will have equality and in social and econornic life we will 
have inequality. In politics we will be recognising the principle of one 
man, one vote and one vote, one value. In our social and economic life, 
we shall, by reason of our social and economic structure, continue to 
deny the principle of one man, one value. How long shall we continue 
to live this life of contradictions? How long shall we continue to deny 
equality in our social and economic life? If we continue to deny it for 
long, we shall do so only by putting our political democracy in peril. We 
must remove this contradiction at the earliest possible moment or else 
those who suffer from inequality will blow up the structure of political 


democracy which this assembly has so laboriously built up” (Mungekar 
2017). 


India’s democratic record shows the necessity to separate the electoral 
and liberal aspects of democracy. Electorally, India is on stronger ground 
than it is with regard to classic liberal freedoms. While some of the most 
atrocious inequalities, especially those with respect to caste, have been 
reduced, the idea of equality continues to encounter difficulties. Despite 
liberal gaps, “the electoral process is now deeply institutionalised, but 
India’s democratic battles are only half won” (Varshney, 2015). 


As mentioned earlier, a highly inequitable social structure inherited 
from the pre-independence period has proved to be the foremost 
hurdle to achieving social equity in India. Failure to implement radical 
land reforms, inability to universalise public provision of education 
and health care and failure to adequately empower the local elected 
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though these initiatives were not adequately backed by the organised 
movements of the potential beneficiaries. 

Economic reforms introduced in India in the early 1990s did pave 
the way for accelerated growth of GDP. But such market oriented reforms 
introduced in several countries in the wake of the demise of socialism 
in the erstwhile communist countries and the global ascendance of 
neoliberal ideology, led to undermining the ideology and policies for 
equitable development resulting in the rise in inequalities in income 
and wealth in several parts of the world (Piketty, 2020). In India, the 
prevailing inequitable social structure and the interests of the wealthy 
and the upper sections of the rising middle classes who benefited most 
from economic reforms have been conducive to the spread of neoliberal 
ideology. These social groups regard the increase in public spending for 
social development as ‘populist’ and wasteful, and restrictions on the 
unsustainable use of natural resources as inimical to the growth of the 
economy. Rising income inequalities in India are thus attributable to the 
influence that the governing elites representing such interests are able to 
exercise in decision-making as well as implementation of policies. 

The government of the United Progressive Alliance (UPA) elected in 
2004, in the wake of mass discontent after 15 years of economic reforms, 
constituted National Advisory Council, headed by Sonia Gandhi, which 
recommended a series of measures for achieving inclusive growth e.g. 
Employment Guarantee Act, Right to Information Act, Forest Rights 
Act, Right to Education Act, Food Security Act, and Right to Fair 
Compensation and Transparency in Land Acquisition, Rehabilitation and 
Resettlement Act. 

However, the processes of social change the world over demonstra 
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their preference towards the parties of the ‘Right’ whereas voters from 
the lower castes, lower income groups and religious minorities are More 
likely to have voted for the ‘Left’ and ‘Centre-Left’ parties (Piketty 2020), 

The hierarchical caste structure in India, even though largely 
overlapping with the wealth and income hierarchy, poses problems in 
forging unity between socio-economically deprived groups. As it is, a very 
small proportion of wage labour in India is formal and organised, Even 
in the developed countries, due to the changes in the economic structure 
and in the composition of work force, the Trade Union membership as 
a proportion of total number of workers has fallen significantly. For 
example, a study on Unions, Strikes, and Labour’s Share of income 
in the United States for the period 1949-1992 revealed an important 
role of the Unions in redistributing income from the capitalists to 
workers during the post-war period until the 1970s, but after 1980 the 
weakened position of organised labour prevented Unions having any 
redistributional impact (Michael et al 1999).Rates of Unionisation are 
low and declining in many developing countries (The World Bank 2019). 
In the post-reform period in India, the bargaining power of employers 
has increased more than that of workers, as indicated by the steep rise in 
the man-days lost due to lockouts in relation to those lost on account of 
strikes (Rao 2014). 

There are, nevertheless, a number of successful cases of movements 
from the deprived sections in India, where such sections constitute 
large numbers or those from smaller sections are able to come together 
rallying around the common goal. For instance, the movement for 
the reservation of jobs for Backward Classes in the late 1980s was 
successful because BCs constitute at least half the total population, and 
the movement had the support of SCs, STs, and the religious minorities 
who enjoy the benefits of reservation. Further, given determined 
leadership, even smaller groups of people facing grave injustices such 
as displacement from forests or severely affected by the location of 
polluting industries are able to fight back successfully. 
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the people concerned. This is possible, in turn, only if there are sustained 
movements on peoples’ issues built through programmatic alliances. 

Grassroots movements led by Non-Government Organizations 
(NGOs) on issues affecting the people result in the creation of necessary 
awareness among the people, and provide much needed support for 
the political parties espousing such causes. According to D.L. Sheth, 
the number of grassroots movements in the country may be in the 
range of 20-30,000. The key concept they work with is democratising 
development through empowerment of people. All types of grassroots 
groups today articulate basic issues of development in the framework 
of rights. The activists of these movements view them as a long-term 
struggle for political and social transformation by raising people's 
consciousness, building their own organisations, creating a culture 
of participative democracy, and addressing the problem of making 
institutions of governance at all levels more accountable, transparent, 
and participative (Sheth, forthcoming). 

Such grassroots movements on livelihood issues serve to wean 
away people from the divisive politics of those who seek to exploit 
religion, ethnicity and nativity for political purposes. Indeed, the failure 
of mainstream political parties to place the rights-based livelihood 
issues top on the national agenda has often provided a fertile ground 
for those seeking to exploit emotive issues for political purposes (Rao 
2018). Barring a few notable exceptions, the grassroots movements in 

India have been confined to the micro levels taking up local-level issues. 
| Their presence at the national level can significantly strengthen the 
peoples’ movements on issues of social equity led by the mainstream 
political parties. However, these parties need to define and articulate 
their ideologies unambiguously, and democratise their organisational 
structures by opening the doors for the entry of the poor ane 
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for greater sharing of information with, and pepe a Social 
Scientists and Civil Society comprising social and political activists and 


social movements working, through peaceful and SS ee means, for 
pro-poor, sustainable and participatory development in the country. 
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inequities in Access to Health Services in India 
Caste, Class and Region 


growth, but has fared poorly in human development indicators and 

health outcomes. Population averages of health status indicators, 
such as child health and maternal mortality, remain unacceptably high 
compared with countries in the south and east Asian region that have 
similar income levels and rates of economic growth. Underlying the 
low population level indicators, worrisome inequities coincide with the 
multiple axes of caste, class, gender and regional differences (Deaton and 
Dreze 2009; Claeson et al., 2000; Subramanian et al., 2006). 

In India, an important determinant of socio-economic inequities in 
nearly all spheres of well-being is caste. The official classification defines 
four categories of caste: SCs (scheduled castes), STs (scheduled tribes), 
OBCs (other backward classes), and others. The SCs, the lowest level in 
the hierarchy, constitute around 16 per cent of the Indian population, a 
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ie over the last two decades, has enjoyed accelerated economic 
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burden of mortality disproportionately High rates of infant mortal 
and USMR are, in general, inversely associated with income Then. 
inequities are also accompanied by wide gaps across gender and cast 
(Gwatkin, 2000: Subramanian et al., 2006). The risks of mortality we 
the age of five years are higher in girls than in boys; among SCs, § 
OBCs as compared to others; and in the rural areas of Uttar p 
(UP), one of the poorest states in India, than urban Kerala, & 
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from urban areas in Kerala and fromm educated mothers (completing D 


years of education) has shown that low mortality in children younger 
than five years is, indeed, possible in India. USMR for the richest incom 
quintile earners is three times lower than that for the poorest quintile 
(Figure 20.1). 
Figure 20.1 
Inequities in Under-Five Mortality in India (2006) 


Urban Kerala 14 
Mothers with more than 12 years of education 30 
Highest quintile 34 
Non-ST, SC and OBC 59 
Male |= 70 
All India 74 
Female jae 5 ay 79 
Mothers with no education 
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to 2006. For example, the average annual rate of reduction in USMR 
petween 1998-99 and 2005-06 among STs (3.9%) and SCs (4.2%) was 
jower than that among OBCs (4.8%) and the rest of the population 
(4.6%) (Figure 20.2). 


Figure 20.2 


Social Gap in Under-five Mortality for Three Periods 1992-93", 
1998-99 and 2005-06 


119 


120 


100 


Under-five Mortality Rate 


1992-93 1998-99 2005-06 
NFHS Year 
m SC-other ST-other mOBC-other mw All India 


Note: * 1992-93 NFHS round did not collect data separately for OBCs and those who are not SCs, STs 


and OBCs. 
Source: IIPS, 1995. NFHS, 1992-93 IIPS and Macro International 2000, 2007, NFHS 2, 1998-99, NFHS 
3: 2005-06, Vol 1. 
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inequities, socio-economic inequities and inequities in 

access to health services. Among the various factorg and 
health, availability, accessibility and affordability of catie influenee 
important determinants for improving population hewitt, foe — 
financing and provisioning arrangements play a critical role in 

or perpetuating existing inequities and shape the pattern Pre 
service use and expenditure (Gilson et al., 2007; Mackintosh Pte 
paper seeks to examine the status of health service delivery in ro te 
the constraints it faces for achieving equity by addressing the loving 
objectives: 

1. To examine the inequities in availability, accessibility and 

affordability across geographic, social and economic groups, 

2. To examine key health service barriers that are responsible for 

inequities in access. 

3. To examine recent initiatives for reducing inequities jn 

availability, accessibility and affordability of health services. 

In order to examine the first objective, we have relied on several 
data sources. For availability of health services, the major sources are 
the Central Bureau of Health Intelligence, Ministry of Health and Family 
Welfare, Government of India (Gol), and the National Facility Survey 
Report conducted in 2003 as part of the reproductive and child health 
survey on PHCs (primary health centres). For the demand-side analysis, 
we have used data from three rounds of NFHS, conducted in 1992-93, 
1995-96 and 2005-06, to obtain information on utilisation of maternal 
and child health services, ANC (antenatal care) and immunisation 
coverage. To assess utilisation of health services and the i 
expenditure, three rounds of National Sample Survey Organisa 
(NSSO), i.e., NSSO 42"! round of 1986-87, 52"! round of 1995-96 and 
60" round of 2004 have been used. 


of Health Service Provisioning 


in 


« 


IN ACCESS 
jNBQUITIES CESS TO HEALTH SERVICES IN INDIA « RAMA RARU ¢¢ a! 


533 


The public health service institutions are sub-centres and PHCs at 
the most basic or the primary level; CHCs (community health centres) 
and hospitals at the secondary and teaching hospitals at the tertiary 
jevel. Over the last six decades, there has been an expansion of facilities 
in the public and private sectors. However, by and large, this expansion 
has been inadequate to ensure universal coverage and access to quality 
care. The rural-urban and interstate variations in the distribution of 
public facilities and human resources are well known (Duggal et al., 
2005). These interstate variations are explained by several factors 
including insufficient public investments and failure to focus attention 
on the synergies between the role of the centre and the states financing, 
provisioning and administration of health services. Constitutionally, the 
responsibility for implementation of health interventions lies largely on 
the state governments, with the Central government providing policy 
directions and the financing of national health programmes. 

Apart from direct state financing, covering only a small segment of 
the population, there are several public insurance schemes for employees 
in the organised sectors such as the employees’ state insurance scheme, 
Central government health scheme, railways and posts and telegraph 
services. Public and private insurance schemes cover barely 11 per cent 
of the population (Gol, 2006). Consequently, healthcare is financed 
substantially through OOP (out-of-pocket) payments by individuals and 
households. 

The private sector, constituting both ‘for profit’ and ‘non-profit’ 
institutions, has a sizeable presence in delivery of health services, 
which comprises a wide array of institutions with varying degrees of 
sophistication in terms of services and qualified personnel. The ‘for 
Profit’ sector is proportionately larger than the ‘non-profit’ sector; the 

includes community level programmes, dispensaries and hospitals 
that are funded by religious and secular organisations (Nundy, 2005). 
There is diversity and hierarchy in the institutional composition of the 
‘or profit sector consisting of a range of informal practitioners, clinics, 
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private institutions comprise only 1-2 per — of the beds in 
sector institutions. They include large specialist hospital, pr 
by mostly big business groups and managed as corporate entities, The 
secondary and tertiary hospitals are largely skewed towards urban ates 
and developed states (Gol, 2006). The distribution of Private sector 
facilities between states and regions is even more unequal than those in 
the public sector. This reflects the tendency to concentrate on 


better-of 
states and regions within them (Bhat, 1993; 1999; Baru, 2005), 


inequities in Access to Health Services 


It is well known that reduction in mortality and morbidity ig partly 
due to preventive and curative interventions by public health services 
The availability of these services is, however, uneven across Indian states 
because of differences in infrastructure, human resources, supplies and 
spatial distribution. In this section, we describe the barriers to equity 


and universality in terms of inequities in availability, utilisation and 
affordability of healthcare. 


Availability of Care 


Inequalities are pervasive in the availability of public health services 
in the rural and urban areas and across states. Variations are pronounced 
in terms of infrastructure, human resources, supplies, bed-population 
ratios and spatial distribution of health institutions. The interstate 
variations are best illustrated by comparing the state of Kerala with that 
of up; the former has among the best and the latter the worst indicators 
of health service development and health outcomes (Table 20.1)- 

In spite of the rapid rise in private provisioning of healthcare 
py ly lh past two decades, the relatively better errs 
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i rovisioni . 
oe ia wa The overall indicators for full immunisation are 
poor horns variation across rural and urban areas; states and 
socio-economic groups (Figure 20.3), 


Table 20.1 


Selected Health and Socio-economic Indicators: Kerala, UP and India 
gp 


Indicators Year Kerala Uttar Pradesh India 
Population (in millions) 2009 34 194 1,160 
Female-to-male Ratio (females per 1,000 males) 2009 —+1,052 898 932 
Per capita state Domestic Product (®) 2006-07 33,609 14,649 29,642 
Life Expectancy at Birth (years) 2001-05 74 62 63 
Under-five Mortality Rate 2005-06 16 96 74 
Infant Mortality Rate 2007 13 69 55 
Literacy Rate (%) 2001 91 56 65 
Female Literacy Rate (%) 2001 88 42 54 
Population Covered by a Sub-centre 4,628 6,416 5,141 
Population Covered by a PHC 29,570 45,095 33,191 
% of Villages Having Access to a PHC within 5 km 94 48 44 
PHC with at least 60% of Inputs: Infrastructure 65 17 32 
Staff 97 53 48 
Supply 78 20 40 
Population Served per Government Hospital 1,77,614 6,01,241 1,56,556 
Population per Government Hospital Bed 1,299 20,041 2,336 
% Deliveries Attended by Health Personnel 2005-06 99.4 77.3 41.2 
% Children 12-23 Months Fully Immunised 2005-06 75 23 43.5 
Source: (1) Central Bureau of Health Intelligence. www.nrhm.nic. in accessed on 6 March 2009, Ministry of 


Health and Family Welfare, CBHI (2004). 
(2) HIPS (2003). India Facility Survey, RCH-RHS. 
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1999 to 2005-06, while Kerala showed a drop in coverage from 

cent 1998-99 to 75 per cent in 2005-06. Reports have indestag. 
Kerala has been facing financial and human resource constraints ; th 
public health services, which have adversely affected Coverage h 
state (Achutha Menon Centre of Health Sciences, 2005). the 


Figure 20.3 


Full Immunisation Rate’, Inequities in Utilisation of Preventive Care 
Full immunisation (%) 


Lower quintile 24.4 
Scheduled tribes 313 
Uttar Pradesh 23 
All India (1992-93) g 35.5 
Rural | 38.6 
Scheduled castes mae 439.7 
All India (2005-06) mam 43.5 
Urban ee aaa 57.6 
Highest quintile jana eneeereenenne 71 
Kerala Jenyyerie ie! 75.3 
Mother with more than 12 years of education dittitteuc Pte ns el eememeees 75.2 


0 10 20 30 40 50 60 70 %# 


* Full immunisation includes Bacillus Calmette-Guérin (BCG against tuberculosis), measles 


and three doses each of diphtheria, pertussis (whooping cough) and tetanus (DPT) and polio 
vaccine (excluding polio vaccine given at birth). 


Source: (1) IIPS and Macro international (2007), NFHS 3 2005-06: India Vol 1. 
(2) http://www.nfhsindia.org/factsheet.html accessed on 30 September 2009. 


Note: 


While the all-India immunisation coverage is low (44%), _ 
iderable variation across socio-economic grour s. The coverage a 
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94 per cent with a rural-urban coverage of 92 per cent and 97 per cent, 
respectively. Similar to the case of full immunisation coverage, a slight 
decline in ANC coverage has also been reported in Kerala: from 99 per 
cent in 1998-99 to 94 per cent in 2005-06. In UP, the overall figure for 
2005-06 was at a low of 26 per cent, with the rural-urban differential of 
23 per cent and 41 per cent, respectively. Data across all states show an 
upward trend in ANC coverage, with some notable decline among the top 
performers, such as Kerala. 


inequities in Utilisation of Curative Services 


The evidence for recent years shows a high (80%) dependence on 
the private sector for outpatient care, which is largely due to weakness 
in the delivery of public health services (Rao, 2005). In 2004, a mere 21 
per cent of people in rural and 19 per cent in urban areas utilised the 
public sector for outpatient services. Figures for inpatient treatment 
were 42 per cent and 38 per cent in rural and urban areas, respectively 
(NSSO, 2005). For inpatient care, from a 60 per cent utilisation of public 
services in the 1980s, the rural and urban utilisation rate has fallen to 
42 per cent and 38 per cent, respectively. As the utilisation of inpatient 
public services decreases with an increase in the income quintiles, in 
the absence of a strong public sector, the poorer groups are the most 
severely affected (ibid). 

Interstate variations occur in the utilisation of public services for 
outpatient treatment. Kerala and Tamil Nadu (TN), which have better 
developed and administered services at the primary level, show a slightly 
higher level of utilisation of the public sector than the all-India average, 
whereas poorer states like Madhya Pradesh (MP), Bihar and UP show 
lower levels of utilisation than the all-India public level. 

Hospitalisation presents a mixed picture. Even with relatively better 
infrastructure for public services, states such as Maharashtra, Punjab 
and Haryana show higher private sector utilisation. However, in some 
other states, such as Himachal Pradesh (HP), West Bengal, Rajasthan 

“ ependence iblic secto: 


ae 2 a. | 


INDIAN RCONOMY SINCE INDEPENDENCE + Um, KAPILA (Bp) 
588 TE SE 


health expenditure. OoP expenditures include direct payments for 
consultations, diagnostic testing, medicines and transportation, Indirect 
costs, such as loss of earnings due to the illness, are not included 
in calculating OoP expenditures. It is estimated that 80 per cent of 
total health expenditure and 97 per cent of private expenditure are 
borne through OoP payments (Gol, 2006). The largest component of 
OoP expenditure is on the purchase of medicines. Estimates from the 
National Sample Survey (NSS) for 1999-2000 shows that 70 per cent 
of the total OoP expenditure in urban and 77 per cent in rural areas are 
spent on medicines (Sakthivel, 2005). 

Adverse socio-economic differential in OoP expenditure is exhibited 
by the fact that the poorest rural quintile spends 87 per cent of Oop 
expenditure on medicines, whereas the corresponding expenditure 
for the richest urban quintile is comparatively smaller at 65 per cent 
(Garg and Karan, 2005). In the absence of financial risk protection, the 
high OoP expenditure affects the poorer quintiles adversely. Based on 
estimates for 2005-06, after adjusting for health expenditure due to OoP 
payments, an additional 3.5 per cent of the population, or 35 million 
people, fell below the poverty line (Dreze and Sen, 1996). A slight 
upward trend was observed from the estimate made in 1999-2000, when 
3.25 per cent, or 32 million people, fell below the poverty line (Garg and 
Karan, 2005; Bonu et al., 2007). 


inequities in Health Expenditure Burden 


Expenditure on consumption of healthcare is higher in the rural 
than in the urban population. This apparent anomaly is probably because 
people living in towns and cities have better access to public and private 
services compared with those in rural areas, and therefore, experience 4 
higher financial burden when they access healthcare. Summarising the 
2004-05 NSSO Consumption Survey data, 6.6 per cent of household 
consumption expenditure was spent on health in rural and 5.2 per cent 
in urban areas, an increase from the corresponding figures of 5.4 pet 
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the rural areas. The burden of expenditure for hospitalisation (reference 
period of one year) is almost of the same order as outpatient care. In 
rural areas, the burden of direct expenses alone is approximately 18 per 
cent, being slightly higher in urban areas. 


Figure 20.4 
Health Spending as Percentage of Household Consumption Expenditure 
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Source: NSSO Surveys of Consumption Expenditures 50", 55 and 60" rounds. 

In order to capture the inequities and burden of health expenditure 
across consumption classes, we have undertaken an analysis based on 
the 60% round of the NSSO. The analysis has included households that 
sought treatment for outpatient and inpatient care in rural and urban 
areas and reported the expenditure incurred. The expenditure includes 
both direct and indirect expenses, as commonly categorised in the health 
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the poorer sections carry a higher burden compared with the better-off, 
this burden is quite heavy for even the remaining consumption classes, 
Total direct health-related expenditure as a percentage of household 
consumption expenditure for outpatient care in rural areas is the highest, 
at around 30 per cent, for the poorest consumption size class. However, 
it declines only marginally, staying around 25 per cent, for the next 7 
out of 12 consumption size classes. It is important to note that the first 
8 consumption size classes account for 60 per cent of the population 
in rural India. The corresponding burden measure for inpatient care in 
rural areas is even more striking. While this burden is the highest for the 
poorest consumption size class, at around 28 per cent, it stays around 20 
per cent for rest of the classes, except for the highest consumption size 
class. Thus, the burden of expenditure for hospitalisation is substantial 
for nearly 90 per cent of the population (Figure 20.5). 


Figure 20.5 


Burden of Direct Health Expenditure on the Household for Outpatient and 
Inpatient Treatment in Rural Areas (2004) 


Ww 
un 


w 
So 


e N 
un Oo 


consumption expenditure (%) 
nN 
ur 


Share of health expenditure from average 
rR 
So 


_— 


aegis ACCESS TO HBALTH SERVICES IN INDIA * RAMA BARU et a! 6 AI 


care is very high compared with other rungs of the private and public 
sectors (Figure 20.6). 


Figure 20.6 


Burden of Direct Health Expenditure on the Household for Outpatient and 
Inpatient Treatment in Urban Areas (2004) 
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Source: NSSO (2006; 2005). 


Sources of Financing Healthcare 

Analysis of data from the NSS shows that the high burden of 
expenditure on healthcare, is largely financed through two major sources: 
(i) household’s own resources, and (ii) borrowings. In rural areas, close to 
a fifth of the health expenses for outpatient care is financed through 
borrowing; the corresponding percentage for hospitalisation is much 
higher at around 40 per cent (NSSO, 2006). The recourse to borrowing, 


while being substantial even in the urban areas, is of a lower order 
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member can have deleterious consequences for the household toward, 
its further impoverishment (Sen et al., 2002; Garg and Karan, 2005), 


Factors Affecting Equity in Access to Health Services 


The previous section has presented the inequities in availability, 
utilisation and affordability of health services. We identify and discuss 
five key health service factors that affect equity in access to health 
services. These include—insufficient investments in public sector. 
variable quality of care in public and private sectors; unregulated 
commercialisation and rising costs; health sector reforms; and lack of 
accountability in the public and private sector. 


Insufficient Investments in Public Sector 


The low public investment in health services over the last six decades 
has been a significant cause for the poor functioning and utilisation of 
public services. The per capita expenditure on health is low compared 
with other countries with same level of income, and the government 
expenditure is even lower. The per capita bilateral and multilateral donor 
funding for health is among the lowest for countries at the same income 
level. The per capita aid over a three-year average, from 2004 to 2006, 
was approximately $0.80, the corresponding government spending was 
at $6.50 and total per capita health expenditure was around $35.00. 
These figures, along with external per capita aid, are lower than many 
of the poorer African and South-East Asian countries (OECD, 2008). 
Government spending, at approximately 19-20 per cent of health 
expenditure, is among the lowest in the world (WHO, 2008). Further, 
due to federalism, large variations in financing across states induce 
variability in availability of health services. 

The long-standing weakness in public health services has been partly 
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technical quality of care. The primary level that forms the largest segment 
of the private sector, is unregulated that has an adverse impact on the 
technical quality and cost of care (Uplekar et al., 2001; Kamat 2001; 
Jeffery et al., 2007; Rhode and Vishwanathan, 1995; Nandraj, 2007; 
Das and Hammer 2007; Banerjee et al., 2007). The problems are similar 
for the secondary level, but there are a few initiatives for regulating 
clinical establishments, and efforts at creating systems for accreditation 
are being put in place. In the absence of effective regulation, the cost of 
healthcare is uncontrolled in the private sector. An example of this is the 
tremendous variation in costs for the same intervention across hospitals 
between the private and public sector. For a normal delivery, the cost in 
public sector is anywhere from 20 to %128, whereas in the private sector 
it varies from %472 to %1,573. Similarly, for a caesarian section, it is 
%50 to 250 in the public sector, while it is 1,792 to %4,647 in the 
private sector. There are variations even for diagnostic testing. A routine 
blood test costs %0 to %19 in the public sector, while it is 730 to 59 in 
the private sector (Rao et al., 2005). 

Unregulated commercialisation of provisioning, medical technology 
and medical and paramedical education has an adverse impact on the 
quality and cost of healthcare. In the case of provisioning, the adverse 
impact results from the variability in providers’ qualifications, physical 
standards, cost and technical knowhow. The primary and secondary 

| levels, which constitute the largest segment of the private sector, are 
unregulated, thus unfavourably affecting technical quality and cost of 
care (Bhat, 1993; Sundar, 1995; Duggal, 2005; Rhode and Vishwanathan, 
1995; Narayana, 2006). 

) The recent enactment of the Clinical Establishment (Registration 
and Regulation) Bill 2007 seeks to regulate private and non-government 
health institutions by laying dc inimum. standards tor service 
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pharmaceuticals and technology are still in a rudimentary state of 
development. Most of these initiatives are centrally driven, while states 
have largely not initiated regulatory frameworks in several key areas, 
such as ensuring registration of private providers, nursing homes, 
laboratories, diagnostic centres and clinics, including the Indian systems 
of medicine. Even where such legislation exists, the rules and minimum 
standards have not been fully implemented (Nandraj and Duggal, 1997), 


Health Sector Reforms 


Commercialisation was furthered during the period of liberalisation 
and structural adjustment through the health sector reform initiatives 
during the 1990s. These reforms introduced market principles in the 
public health services in order to improve the efficiency and quality of 
care. Many of these initiatives were introduced through the health sector 
reform initiative as a part of the Structural Adjustment Programme 
of the World Bank during the 1990s. A range of measures, such as 
the introduction of user fees, contracting out of clinical and ancillary 
services to the private sector, decentralisation and public-private 
partnerships, were introduced (Duggal, 2005). The evidence on the 
experience of the introduction of user fees in the public sector across 
states is somewhat mixed in terms of impact on levels of utilisation. In 
some states, for example, Andhra Pradesh, utilisation of the public sector 
has improved after health sector initiatives were put in place (Shariff and 
Singh, 2002). However, the available evidence shows that user fees have 
tended to exclude the poorest, despite efforts to ensure that those BPL 
(below the poverty line) are exempt from paying user charges (Garg and 
Karan, 2005). International experience also corroborates the findings 
from India and shows that even a small user fee charge can exclude the 
poor from utilising health services (Hola and Kremer, 2009). 

Not all reform initiatives in health have been led by the World Bank. 
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warehouses and its appropriate distribution. TNMSC has laid strict and 
elaborate procedures to ensure an uninterrupted and quality supply of 
medicines. A drug committee identifies the list of essential drugs. It 
consists of professors of medicine, clinicians in various medical fields, 
pharmacologists, a representative from the World Health Organisation 
(WHO), health secretary and the managing director of TNMSC. All 
government healthcare institutions and pharmacists are given the 
list of essential drugs. Thereafter, local health officials can request the 
committee to modify the list in accordance with their local needs. The 
drugs allocated to PHCs are limited to 54 essential drugs. TNMSC invites 
tenders by advertising in the print media, including pharmaceutical 
trade journals and its own website, with clear guidelines for supplier 
selection, quality control and distribution. The committee pays the 
supplier only after receiving a report on quality control. A detailed 
system of warehousing the drugs and accounting by the health centre are 
a part of the procurement policy (Lalitha, 2005; 2007). 


Variable Quality of Care in Public and Private Sectors 


Common complaints against public care cited in the recent NSSO 
(2006) and NFHS (1998-99 and 2005-06) include: ‘not satisfied with 
medical treatment’, ‘lack of availability of services’, ‘long waiting times’, 
‘poor quality of care’, and ‘poor interpersonal interactions’. Additionally, 
assessment of the public sectors underscore poor technical competence, 
poor accessibility to services, inadequacy of drugs and supplies, poor 
staff availability, and poor quality and amenities (Rao et al., 2005). 

The quality of health services is dependent on a number of factors 
related to technical competence, accessibility to services, interpersonal 
relations and presence of adequate drugs, supplies, staff and facility 
amenities. Several studies have commented on the variable quality of 
public services due to lack of adequate infrastructure, human resources 
and indifferent behaviour of public employees (Rao et al., 2005; 
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the perception of ‘poor quality of care’ is the most important reason 
across selected states. The survey itself does not provide insight into 
what the determinants of quality are in health services. A recent study 
showed that determinants of quality include clinical and interpersonal 
dimensions, and these influence the choice and utilisation of ANC (Rani 


et al., 2007) 

The assumption that private services offer superior quality of 
services is not adequately supported by any hard evidence. While 
some private sector facilities offer good quality services, this cannot 
be generalised because of the heterogeneity of facilities, personnel and 
their practices. Evidence from micro studies is revealing. Private care 
practitioners along with public care practitioners, for example, in Delhi, 
are more skilled and knowledgeable in the wealthier areas in comparison 
to the poorer area (Das and Hammer, 2007). Informal practitioners 
adopt irrational practices in prescribing medicines for the treatment of 
communicable diseases like malaria, diarrhoea, tuberculosis and fevers 
(Banerjee et al., 2004; Uplekar et al., 2001; Kamat, 2001). Such practices 
are also evident in infertility care services and childbirth (Unisa, 1999). 
In case of obstetric care, a study of informal practitioners in western 
UP shows inappropriate use of oxytocin to speed up labour in women 
during home deliveries (Jeffery et al., 2007). These practices are not only 
inappropriate, but dangerous for maternal health as it results im serious 
postpartum complications and related morbidities. 

At the secondary level, a study of private hospitals in Chennai 
revealed that this sector has grown without any norms for infrastructure, 
with a strong tendency to over-provide care, depending on the 
patients’ ability to pay (Muraleedharan, 1999). Another study in rural 
Maharashtra revealed that only 55 per cent of private sector institutions 
had registration, only 38 per cent maintained any kind of records, and 
that a ommend = pacmentin lacked basic facilities. This study 
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Problems in the formal private sector include the following: 
physicians tend to over-prescribe care according to patients’ ability to 
pay; a lack of registration procedures; badly kept records; and inadequate 
infrastructure with poorly trained physicians and nurses (Nandraj and 
Duggal, 1997). A commonly observed phenomenon is over-prescription 
of medicines, diagnostic testing and surgeries. Studies on informal 
practitioners in rural and urban areas show that they often lack 
qualifications and adopt irrational practices in prescribing medicines for 
the treatment of common illnesses. 


Lack of Accountability in Public and Private Sectors 


The regulatory and institutional mechanisms for promoting 
accountability to consumers of health services are extremely weak 
in both the public and private sectors. Some key areas in the public 
sector that lack accountability are absenteeism of providers, indifferent 
behaviour of service providers and corruption. The private sector is 
prone to the overuse and misuse of technology and unethical practices, 
and there is very little accountability. Studies have shown that there is a 
high rate of absenteeism among medical and paramedical personnel in 
the Indian health services. The absence rates are much higher in poorer 
areas, more among doctors than health workers and at the primary as 
compared to the secondary or tertiary levels (Chaudhury et al., 2006). 

Apart from absenteeism, it is well known that there is corruption 
in the public health services. Patients’ report of corruption in terms of 
bribes demanded for admission and treatment in public institutions. 
Corruption is also rife in recruitment, promotion and transfer of 
personnel; admission to medical and paramedical education; and 
procurement of drugs and technology (Sakthivel, 2005). Corruption is 
not restricted to the public sector alone. The private sector also has its 
share of corruption in the form of unethical practices. There is a well- 
worked out system of paying commissions when doctors refer patients 
for diagnostic testing in the private sé tor. Similarly, the pharma 
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groups in ensuring accountability has been limited. An €xample of an 
effective campaign by consumer groups was when they drew attention 
to the rise in reported cases of medical negligence in the private Sector, 
A few cases were registered with the igen eyinas = compensation 
was given for medical negligence in the pares sector. Since dual Public 
and private practices are permitted, the public sector acts, at times, only 
as a referral portal for the legalised private ———— 


Barriers for Marginalised Populations 


The systemic weaknesses in the Indian health services have 
perpetuated socio-economic and regional inequities. The evidence shows 
that the poor, a majority of those who are socially marginalised, get 
the least access to preventive and curative health services (Govender 
and Kekana, 2007; Peters et al., 2002; Hart, 2000; Gupta and Dasgupta 
2007; Mahal et al., 2002). Several micro studies have shown financial and 
cultural barriers to utilisation of health services faced by marginalised 
groups. The national level NSSO data also shows that untreated 
morbidities are higher for the following groups: rural versus urban; 
females versus males; SCs and STs versus forward castes; and lower 
consumption classes versus the higher ones. Women belonging to the 
SCs and STs have much poorer access to healthcare compared with men 
and women belonging to the other castes and classes (NSSO, 2006; lyer 


et al., 2007; IIPS, 2007, Rani et al., 2007; Nayar, 2007; Acharya 2002; 
2010). 


Equity Enhancing Initiatives 


The Health Policy of 2002 and the 10" Plan documents have 
expressed concern about the persistence of 
use and health outcomes. Equity conce 
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Health Movement under the banner of the Jan Swasthya Abhiyan 
mobilised health activists, NGOs (non-governmental organisations) 
and academics around the concerns of equity, quality, accountability 
and regulation. It also campaigned for the need to recognise health as 
a right (Shukla, 2008). Under the framework of right to healthcare, 
the National Human Rights Commission (NHRC) initiated a series 
of public hearings, called Jan Sunwais, in collaboration with the Jan 
Swasthya Abhiyan. The Jan Sunwais dealt with denial of healthcare to 
individuals and structural inadequacies of the public and private health 
services. It brought together medical professionals, academics, NGOs, 
consumer groups, and health activists to highlight inadequacies in the 
Indian health services. The proceedings of the regional hearings were 
communicated to the ministers and senior bureaucrats of the newly 
elected coalition government-led by the Congress Party, with support 
from the Communist and several regional parties. These initiatives 
managed to put pressure on the government to respond to the multiple 
axes of inequities—caste, class, gender and region—in access to health 
services. The United Progressive Alliance (UPA) government, voted 
into power in 2004, included some of these concerns in its Common 
Minimum Programme (Narayan 2008; Shukla 2008). This led to the 
formulation of the National Rural Health Mission (NRHM), launched in 
April 2005. 

The NRHM is a large, centrally-driven programme of the 
government which has tried to address some of the key inequities like 
underinvestment in financing, human resources, infrastructure and 
some aspects of quality in the public sector. It has also initiated several 
measures for accountability, such as political checks and balances, 
administrative procedures and auditing (Dasgupta and Qadeer, 2005; 
Shukla, 2005). 

Many of the strategies focus only on the public sector, while the role 
of the private sector and its regulation is poorly defined. Its focuses on 
rural areas and less developed states as a step towards bridging 
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The Way Forward 


In order to address the persistence of inequities in health and acceay 
to health services in India, we identify four key areas that require urgent 
attention and actions. 

Most of the equity enhancing programmes are centrally sponsored, 
time bound and vertical interventions. They are sponsored and 
implemented by separate ministries with little coordination, le¢ alone 
synergies between programmes. There has been a tendency for thegs 
newer initiatives to target the socially marginalised and those below 
poverty line. Our analysis of burden of expenditure shows that while the 
poorest are worst affected, the burden is substantial even for the middle 
quintiles. This holds true for outpatient and inpatient care in rural and 
urban areas. This raises concerns regarding targeted approaches that 


focus only on poorest, but also argues for universal access to health 
services. 


1. Given the number of programmes that are focusing on the 
poor and socially marginalised, the need arises for enhanced 
public investmerits and greater synergies at different levels of 
implementation within and across ministries. 
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Comprehensive regulation of the public and private 
sectors is required in provisioning, medical technology and 
pharmaceuticals. This is ¢ itical for controlling costs 24 
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3. 
New and innovative systems of monitoring performance and 


ser progress towards equitable health outcomes need to 
reel idea ape It would be worthwhile, for instance, to adopt 
aay * institutionalising a health equity gauge, that helps 

equities, similar to that initiated in South Africa 
and adopted by a few middle- and low-income countries at the 
central and state levels. Another innovative initiative is seen in 
the case of Health Councils in Brazil that have institutionalised 
health issues as a primary policy concern both at the local and 
national levels as a citizen’s right (Equity Guage, 1999). The 
present government can build further on the steps they have 
started, and address inequalities in availability, utilisation and 
affordability with greater seriousness, as well as a courtship 
of democratic voices and the rules of deliberative democracy 
(Gutman and Thompson, 1996; Daniels, 2008; Bonu et al., 
2007). 

4. Health security in India needs to become an urgent national 
and political priority. Rapid improvements in health are needed 
not only to accelerate and sustain India’s economic growth; 
they are also fundamental to India gaining recognition as a 
distinguished middle-income country with improved standards 
of living and reduced levels of human deprivation. Focusing on 
health equity will be critical to enhancing human capabilities 
and advancing the progress of Indian society over the next 
decade. 
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Labour and Employment in Fast Growing India 
Issues of Employment and Inclusiveness 


Introduction 


India has witnessed a rapid and accelerated rate of GDP (gross 
domestic product) growth during the last three decades since the 
beginning of 1980s, more so since the early 1990s when the major 
economic reforms both in domestic and external sectors were initiated. 
During the three decades, prior to the high growth period, 1950-1980, 
India had grown at around 3 per cent per annum. With a population 
growth of 2.5 per cent, there was only a very small increase in per capita 
income during this period. On the other hand, during the three decades 
of high growth period, 1981-2011, the average rate of GDP growth has 
been close to 6 per cent and during the two decades 1991-2011, it has 
been close to 7 per cent. With a population growth rate below 2 per cent 
per annum, it has resulted in a substantial rise in per capita income. In 
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the country’s foreign exchange reserves increased to over $300 billion 
(Malhotra, 2012: xxv). 

A remarkable feature of the India growth story is its resilience, | 
has been able to withstand both the internal and external shocks to 
a large extent. The country has been witnessing at regular intervals 
calamities like droughts and floods. Earlier they used to have significant 
macroeconomic impacts, particularly on GDP and inflationary trend, 
However, over the years their impact has been much smaller. Similarly, 
although the global financial crisis of 2008 had its adverse impacts 
on the Indian economy as well, the country was able to absorb them 
significantly. Immediately after the crisis, several of the export 
sectors such as garments, gems and jewelleries, engineering goods, IT 
(informations technology) and BPO (business process outsourcing), etc., 
witnessed significant decline, adversely affecting the workers employed 
in them. The growth rate of GDP declined to 6.7 per cent during 2008-09 
from 9.3 per cent during 2007-08 because of the global financial crisis. 
But the economy quickly reverted back to a high growth path, and GDP 
growth during 2009-10 was 8.4 per cent. With several fiscal measures 
and stimulus packages, no significant adverse effect was witnessed in 
livelihoods. In fact, it is the second global financial crisis—Eurozone 
crisis, which in combination with the several domestic constraints has 
impacted the Indian economy more severely than the first one. With a 
high fiscal deficit, decline in exports, increased currency volatility with 
a sharp depreciation of the rupee vis-a-vis the US dollar and a high 
inflation rate close to double digit, the GDP growth rate is estimated to 
have declined to 6.9 per cent during 2011-12 from 8.4 per cent during 
2010-11 (growth rate is estimated to be further lower to around 6 per 
cent during the first six months of the year 2012-13). It is primarily 
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optimism on the part of the Gol with regard to growth outlook and price 
stability. According to the Economic Survey 2011-12 (Ministry of Finance, 
Gol), the weaknesses in economic activity have bottomed out and a 
gradual upswing is imminent (Ibid: 1). 

Notwithstanding the current growth and other macroeconomic 
scenario, it is widely believed that the three decades of rapid growth 
have not transformed the labour market and employment conditions 
in the country. The improvements in employment conditions have been 
rather modest, and the traditional low productive employment remains 
overwhelmingly dominant in the economy. All indicators show that 
the disparities and inequalities, both across regions and groups, have 
widened. The growth process has not been inclusive and a significant 
proportion of the population has not benefited from the growth process 
to a large extent. Thus, there has been rather a disconnect between 
growth on the one hand, and labour markets and employment on the 
other hand. 


Some Characteristics of the Indian Labour Market 


India’s 520 million workers account for about one-sixth of total 
workforce of the world. In terms of size, it is next only to China, which 
accounts for nearly one-fourth of the world’s workforce. India has rather 
a low proportion of workers to total population, mainly due to low 
participation of women in work. It has a very low sex ratio in its labour 
force, around 28 per cent as compared to 40 per cent in the world. Most 
of the workers have very low education and skill levels—only about 52 
per cent of the workers are educated as compared to 77 per cent in the 
world as a whole. The average years of schooling of workers is abysmally 
low—about 4 years as against 6.5 years at global level. 

Another important feature of the Indian workforce is that agriculture 
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average vears of schooling of the unemployed were 8.8 years, whereas in 
case of the employed, it was just half of this (4.4 years). [hus, as a whole | 
the unemployed are younger, better educated and economically better | 

off than the employed, on an average. 
standard definition of employment and 


In such a situation, 
unemployment may not be appropriate to capture all the dimensions 
of labour market in India. It will be better to see the dualism in the 
labour market with one large part largely subsistence economy and the 
other a modern one. The former is what is called unorganised sector 
and the latter organised sector. The unorganised sector, consisting of — 
both agriculture and non-agriculture, has low productivity and jobs — 
are irregular. More than half of the workers are self-employed at 
about one-third are casual wage workers, working on daily wage ; 
A small proportion of workers are full-time regular workers but ¢ 
earnings are also low. This sector is extremely heterogeneous comp! 
big cultivators and an increasing number of pre ssional 
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14 per cent in the organised sector which employs about 40 per cent 
informal workers (usual, contract, etc.). Thus, the Indian labour market 
is highly dualistic in nature and this dualism has sharpened over time, 
more so during the high growth period. Several features of the labour 
market are in line with the country’s GDP growth rate of 8-9 per cent 
and 6.5-7.5 per cent annual growth in per capita income growth and 
aspirations and prospects of becoming a major global economic power in 
not too far distant a future. 


Table 21.1 


Structure of Employment, 1983 to 2009-10 
(Persons in age group 15-59 years) 


eS 
Share (%) in Total 1983 1993-94 1999-2000 2004-05 2009-10 
Employment of : 

Regular wage employment 16.1 15:7 16.1 16.5 17.7 
Regular-formal 10.2 9:3 6.9 6.7 74 
Regular-informal 2.9 6.4 9,2 9.8 10.3 

Casual wage employment 31.6 34.3 35.4 it Bil 34.9 

Self-employment 52.3 50.0 48.5 52.4 47.4 
Casual and 
self-employment 83.9 84.3 83.9 83.5 82.3 

Organised sector 13.6 12.4 11.6 10.9 14.2 

Unorganised sector 86.4 87.6 88.4 89.1 85.8 

TTT ee re eee a ca adP Raaee eC ROGE (Sam GAAS SPC OT 

Source: Calculated by Ajit Ghose at IHD from the various National Sample Survey Organisation's (NSSO) 

Surveys. 
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years. First, employment growth has decelerated. Second, employment 
content of growth has shown a decline. Third, sectors with higher 
employment potential have registered relatively slower growth. Fourth, 
agriculture, despite a sharp decline in its importance in GDP, continues 
to be the largest employer, as the non-agricultural sectors have not 
generated enough employment to affect a shift of workforce. Pifth, most 
of the employment growth has been contributed by the unorganised, 
informal sector which is characterised by poor incomes and conditions 
of work. And, sixth, employment growth in the organised sector, 
which seems to have picked up in recent years, has been mostly in the 
categories of casual and contract labour. 


Growth in Employment, GDP and Employment Elasticity 


Although the long-term employment growth over the period of 
about four decades, as noted earlier, has been around 2 per cent per 
annum, it has seen a declining trend from one decade to another: it was 
2.44 per cent during 1972-73 to 1983, 2.02 per cent during the next 10- 
year period and 1.84 per cent during 1993-94 to 2004-05 (Table 21.2). In 
between these decadal periods, some fluctuations were noted in shorter 
periods of five years. Of these, a sharp rise in employment growth during 
2000-2005 to 2.81 per cent over 1.00 per cent during 1993-94 to 2004- 
05 is most striking. The most favourable interpretation of this upturn in 
employment growth in post-2000 period is that the teething troubles of 
the economic reforms which led to slow growth of employment initially 
were over by 2000 and globalisation started having its beneficial effect 
on employment with the start of the millennium. The facts that GDP 
growth was no better—was, in fact lower—during 2000-2005 than 
during 1994-2000, that most employment growth recorded during the 
later period was in the informal sector of which a large part was as self- 
employed in agriculture, and organised sector employment, in fact, saw 
an absolute decline, however, raising doubts about the high employment 
growth during 2000-2005 being demand-led and ry) 
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growth, Thus when GDP grew at 4.7 per cent per annum during 1972-73 
to 1983, employment growth was 2.4 per cent; GDP growth increased 
to 5 per cent; but employment growth declined to 2.0 per cent during 
1983 to 1993-94. During 1993-94 to 2004-05, GDP growth accelerated 
to 6.3 per cent, but employment growth further declined to 1.8 per 
cent, and during the 2004-05 to 2009-10, when GDP growth was as 
high as 9 per cent, employment grew at an insignificant rate of 0.22 per 
cent. The declining trend in the employment content of growth is quite 
clearly seen in terms of the values of employment elasticity (ratio of 
employment growth to growth in value added) in Table 21.2. It was 0.52 
during 1972-73 to 1983, declined to 0.41 in the next 10-year period and 
further to 0.29 during 1993-94 to 2004-05. During 2004-05 to 2009-10, 
it declined to almost zero. 

The employment growth rates have of course varied across various 
sectors and activities. In the secondary sector, consisting of mining, 
manufacturing, electricity, water and gas, and construction, the growth 
has been relatively high, in fact the highest among the three sectors, 
during the long period, 1972-73 to 2009-10. It has declined over the 
period with some fluctuations over the shorter periods, but has shown 
a significant increase during 1994-2005. Even during 2004-05 to 2009- 
10, when overall employment has virtually stagnated, it has grown at 
around 3.5 per cent in the secondary sector. Employment growth in 
the tertiary or services sector, has also been relatively high but has 
consistently declined over the three periods of 10 years each since 1972- 
| 73. Growth of employment in the primary sector as expected, has been 

the lowest and seen the sharpest decline. It has, in fact, turned negative 
in recent years. Slow and declining growth of employment in agriculture 
is a result of both slow and declining rate of GDP growth and a decline 
in employment elasticity. In the secondary sector, a high employment 
growth despite moderate rates of GDP growth has been possible due 
‘o relatively high and rising empioymen elasticity. But in the tertiary 
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a decline in employment during 2004-05 to 2009-10. Employment 
elasticity in manufacturing has been relatively high except during 2005- 
2010 when it has, in fact, been negative. 

In the services sector, trade and transport have shown the best 
employment performance, both registering a growth of over 5 per cent 
during 1994-2005, after having seen a decline in growth rate, sharper 
in transport than in trade, during 1983-1994, over 1973-83. Financial 
services, however, have recorded the highest increase in employment 
over the longer period 1983-2005 except during 1983 to 1993-94. Even 
during 2004-05 to 2009-10, this sub-sector of services has registered 
an employment growth of about 6 per cent, while trade and transport 
sub-sectors experienced only about 1-2 per cent growth in employment. 
Thus, it appears that all sub-sectors of the tertiary sector with the 
possible exception of community, social and personal services have 
shown reasonably high potential for employment generation. It must, 
however, be noted that in most sub-sectors of services, while GDP has 
seen a high and increasing growth rate, employment growth has been 
on a declining rate. Employment elasticity has, therefore, declined 
sharply from 0.81 during 1972-73 to 1983 to 0.30 during 1999-2000 to 
2009-10 in trade, from 0.91 to 0.25 in transport, from 0.71 to 0.28 in 
community, social and personal services, although in financial services it 
increased during 1993-94 to 2009-10. 

Thus, as a whole, it can be concluded that employment content 
of growth has declined over time. Of course, it has varied across the 
sectors. Primary sector, consisting of mainly agriculture, has witnessed 
least employment growth which in itself is not worrisome as this sector 

e bulk of surplus labour. The sub-sectors of the 
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in ‘informal’ category with no secured tenure of employment, nor any 
protection against the contingent risks during or after employment. 
What is further distressing to note is that their proportion has been 
rising: ‘informally’ employed workers constituted 42 per cent of those 
employed in the formal sector in 1999-2000, the figure increased to 
47 per cent in 2004-05 and stood at 51 per cent in 2009-10. A small 
proportion (about half a per cent) of those employed in the informal 
sector enjoyed a measure of job security and social security. Thus of all 
the workers in the formal and informal sectors together, 92 per cent 
were in ‘informal’ employment. Only 8 per cent were in employment 
with secured job tenure and with social security against contingent risks 
of work and life. Their proportion has remained more or less constant 
during the decade 1999-2000 to 2009-10. (Table 21.3). 


Table 21.3 
Percentage Distribution of Workers in Formal/Informal Sectors/Employment 


Year Informal Workers 
Informal Sector Formal Sector Total 
1999-2000 93.6 6.4 100 (362.75) 
2004-05 2/5 al 6.9 100 (422.61) 
2009-10 91.2 8.8 100 (423.17) 
Formal Workers 
1999-2000 53 94.7 100 (33.64) 
sf 2004-05 4.1 95.9 100 (34.85) 
a 2009-10 4.5 95.5 100 (37.25) 
‘ Total Workers 
1999-2000 86.2 13.8 100 (396.39) 
2004-05 86.3 13.7 100 (457.47) 


84.2 15.8 100 (460.42) 
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in public sector employment has been in all division of activity namel 

manufacturing, construction, transport as well as community sol 

and personal services. Mining is the only sector where some increase 

has taken place in public sector employment in recent years. The trend 

in organised sector employment, both public and private, since the 

initiation of economic reforms, can be more clearly seen in Figure 21.1. | 
Figure 21.1 


Trends in Employment in Organised Sector in India, 1991-2010 
(in ‘000 Persons) 
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A decline in public sector employment is a policy-induced 
phenomenon propelled by the reforms towards economic liberalisation 
which led to measures like downsizing the government, reduction in 
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during 2000-01 to close to one third during 2008-09 (Kumar, 2012). 
In fact, this trend of increasing contractualisation has been evident 
from early 1990s itself when the economic reforms were initiated. This 
is quite evident from Figure 21.2 showing the rapid growth of contract 
workers in the manufacturing sectors. 


Figure 21.2 


Proportion of Contract Workers in Total Number of Workers in the 
Organised Factory Sector, 1993-94 to 2008-09 


13.24 


Sectoral Employment Shares 


As is well known, majority of Indian workers are engaged in 
agriculture and allied activities. With economic development, agriculture 
is expected to decline in importance in terms of its share in employment 

nd output. Proportion of agriculture in total employment has declined 

in 1972-73 to 68 per cent in 1983, 
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increase in its share of GDP during 1993-94 to 2009-10. The share of 
secondary sector in employment has increased at a relatively faster rate 
while its share in GDP has remained constant at about one-fourth of the 
total. Within the secondary sector, construction has sharply increased 
its share in employment. Manufacturing increased its share both in 
employment and GDP, but rather slowly. In the tertiary sector, trade 
experienced a fast increase in its share in employment, and a significant 
though somewhat smaller increases in its share in GDP in the post- 
reform period but saw only a small increase in its employment share. 
Financial services registered a fast increase both in its employment and 
GDP share, though its share in employment is small (2.25) about one- 
seventh of its share in GDP (15.64%). Community, social and personal 
services which used to be the largest activity in the tertiary sector, 
both in terms of employment and GDP, in the pre-reform period, saw 
a marginal decline in their share both in employment and GDP, and is 
now the smallest in regard to GDP, though it continues to be the second 
largest, after trade, in terms of employment. 

The asymmetry in the rate of change in employment and GDP shares 
of different sectors and divisions has serious implications in terms of 
differences in earnings and income between different sectors. In 1972- 
1973, agriculture employed 74 per cent workers, but it also produced 
41 per cent of GDP. Per worker productivity and income in agriculture 
was significantly lower than in non-agricultural activities even then, the 
ratio being 1:3.6. In 2009-10, the ratio has gone up to 1:6. Thus there has 
been a large decline in the relative earnings of agricultural workers. That 
is partly because agricultural growth has been consistently much lower 
than that in the non-agricultural sectors, but mainly, because a shift of 
workers from agricultural to non-agricultural activities as expected in 
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In other words, new jobs that are required to be created are not likely 
to be in agriculture, they have to come from the non-agricultural sectors. 
In a 25-30 years perspective, employment structure must be envisioned 
as consisting of about 30-35 per cent in agriculture and 70-75 per cent in 
non-agricultural activities as against of 51 per cent in agriculture and 49 
per cent in non-agriculture in 2004-05. It would imply that all the new 
employment opportunities will be located in non-agricultural activities 
in the coming years. 


Impact of Global Financial 2008 Crisis on 
Indian Labour Market and Employment 


The sub-prime crisis of 2008, which started in the USA, had global 
ripple effects. Although most of the emerging market economies were 
not as badly impacted as the developed ones, they also experienced 
several of the bad effects, though the effect varied inter sectorally and 
spatially across countries. India was considered to be one such large 
emerging economy which was decoupled to a large extent from the crises 
in several spheres. The growth rates of GDP in India, which was over 
9 per cent for three years preceding the crisis, declined to 6.7 per cent 
during 2008-09, but again jumped to over 8.4 per cent in the next year 
2009-10. India was one of the few countries to recover quickly from the 
slowdown in its economy, mainly because of relatively less exposure of 
Indian financial sector with the global financial market. Nevertheless, 
the Indian economy showed signs of overheating in mid-2007, with 
inflation rising above 6 per cent. 

Industrial production increased by only 2.7 per cent, a significant 
drop from the 9.2 per cent average growth in the previous four years. 
This contributed to the slowdown of the economy. The stock exchange 
index, which had been rising over a protracted period, lost 37.9 per 
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With the volatility in portfolio flows having been large during 2007 
and 2008, the impact of global financial turmoil was felt particularly 
in the equity market. Indian stock prices were severely affected by 
foreign institutional investors’ (FIIs) withdrawals. Flls had invested over 
= 10,00,000 crore between January 2006 and January 2008, driving 
the Sensex significantly over the period. But from January 2008 to 
January 2009, FIIs pulled out from the equity market partly as a flight 
to safety and partly to meet their redemption obligations at home. These 
withdrawals drove the Sensex down significantly. However, no direct 
impact on account of exposure to the sub-prime crisis was in evidence in 
the banking sector in India. This was largely because none of the Indian 
banks had any direct exposure to the sub-prime markets in the USA or 
other markets. 

However, the financial crisis that spilled over to various sectors 
affected the industrial growth in India badly. The most adversely affected 
export-driven sectors were gems and jewellery, fabrics and leather, etc. 
Exports declined in absolute terms for five months in a row during 
October 2008 to February 2009. In manufacturing sector, the growth 
had come down to 4.0 per cent in April-November 2008 as compared 
to 9.8 per cent in the corresponding period the previous year. The 
service sector including transport, communication, trade and hotels & 
restaurants sub-sectors were also badly affected. 


Impact on Employment 


There is no regular system of monitoring of employment situation in 
India. As such the impact of such a crisis can be assessed only through 
specific surveys. The Ministry of Labour and Employment of the Gol 

onducted a survey of selected industries covering the period October to 
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Table 21.5 
Changes in Employment in Exporting and Non-Exporting Units 
(in %) 
Industry Exporting Units Non-exporting Units Total 
Gems and jewellery -8.43 -11.9 8.58 
Transport 0.00 -4.03 -4.03 
Automobiles -1.26 -4.79 -2.42 
Metals -2.60 -1.24 -1.21 
Textiles -1.29 +0.32 -0.91 
Mining +0.33 -0.33 0.33 
IT/BPO +0.33 +1.08 +0.55 
Total -1.13 -0.81 -1.01 


Source: Labour Bureau (2009); taken from Kannan (2010). 


As can be seen from Table 21.5, the export-oriented units were 
more adversely affected than the non-export units, with higher loss 
of employment. While the highly export-oriented gems and jewellery 
industry witnessed the largest fall in employment, the IT/BPO industry, 
another highly export-intensive industry, in fact registered an increase 
in employment. The non-traded transport sector also witnessed decline 
in employment. The broad conclusion is that while export-oriented 
industries were more affected, there was overall impact on other 
industries too due to slowdown in economic activity. 

Another study carried out by the United Nations Development 
Programme (UNDP) on six sectors found that the most adversely 
affected on account of the crisis were gems and jewellery industry, 
engineering industry, auto parts industry, textiles and garment industry, 
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polishing have small production units outside the homes. The home- 
based garments and chikan craft sectors employ a large number of 
women. Agriculture also has significant participation by women, while in 
the remaining three sectors, women constitute less than five per cent of 
the workforce (Ibid.). 

The main impacts of the crises on employment in these six surveyed 
sectors can be summarised as follows. About 44 per cent of workers in 
the engineering and 37 per cent of workers in the auto parts industry 
did not experience any change in employment, after the crisis. Like the 
Labour Bureau Survey, the gems and jewellery industry was among the 
worst affected sectors, as 30 per cent of the workers were unemployed, 
49 per cent of workers had shifted to similar work with lower income and 
21 per cent had shifted to other less paying activities like petty services 
and petty trade. Those who remained in the industry also experienced a 
decline in employment and income. In the auto parts and engineering 
industries, the impact was relatively smaller, the unemployment figure 
in these sectors was less than 5 per cent. The rate of unemployment 
however was low (around 5%) in home-based garments, chikan craft and 
agriculture, where a large number of workers continued to remain in the 
sector but with much less work. A number of workers who remained in 
the same sector, experienced a decline in employment and wages. This 
figure was more than 90 per cent in agriculture, 80 per cent in home- 
based garments and more than 55 per cent in chikan craft. The figure 
was around 50 per cent in engineering and auto parts industries. The 
highest percentage of workers who left one sector for employment in 
| another sector was in chikan craft (38%) followed by gems and jewellery 
(21%). This percentage was lowest in the auto parts and engineering 
industries (only 1% each). Further, a large number of skilled workers in 
the selected sectors were forced to shift to unskilled work. 
> found that there was some deterioration in the 
| formal workers, from ‘regular’ 
s less regularity of work and 


© on 


LABOUR AND EMPLOYMENT IN FAST GROWING INDIA + PAPOLA and SHARMA 
PERCE Sse URE UCTN TR 8 7 575 


Women’s Employment 


The study specifically investigated the impact of the crisis on women 
workers. The work women took up was home-based work like making 
incense sticks, grinding spices, embroidery work or jobs in services 
like domestic service, construction work, mainly as helpers to masons 
and other manual labour, etc. The highest percentage of households 
reporting non-working women joining the labour market was in the 
gems and jewellery sector, which is one of the worst affected sectors in 
the economy as was shown in the Labour Bureau Study also. More than 
half of the households in the gems and jewellery sector reported women 
taking up full-time work, while 17 per cent households reported women 
joining part-time work. But at the same time, self-employed women 
face several constraints that prevent them from expanding their work 
into successful enterprises. These constraints became more magnified 
since the crisis. The major problems that they faced were: (a) poor 
access to credit, which has almost dried up after the crisis, (b) low level 
of infrastructure support, (c) poor access to markets, especially after 
the crisis, and (d) inadequate support in technical upgradation, skill 
training, etc. 

There is evidence that women’s unpaid work increased after the 
crisis. This unpaid work includes domestic work such as cleaning, 
washing, sweeping, etc. (as domestic hired help is dispensed with), care 
work (caring of sick, of children) and collection of vegetables, leaves, 
fruits, etc., from common lands and common properties. The features 
that are common to all the sectors are: (a) all these sectors grew rapidly 
in the last few years, largely due to growing export markets, (b) small 
producers or informal units were predominant in all these sectors and 
(c) most workers amigaget in these industries were informally employed. 
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on social security. Other than the obvious negative effect on remittances 
and consumption expenditure, the loss of export-related jobs means a 
return flow of migrants to their home states. 

However, owing to announcement of some fiscal stirnulus packages, 
effect of the crisis was mitigated. Some other measures included hefty 
transfer of purchasing power to the farmers and to the rural sector in 
general through farm loan waivers, funds allocated to the National Rural 
Employment Guarantee Scheme (NREGS), Bharat Nirman (targeted 
for improving rural infrastructure), Prime Minister's Rural Road 
Programme, and a large increase in subsidies on account of fertilisers 
and electricity supplied to the farmers. 

Because of these measures, India withstood the adverse impacts 
of the crises and was able to mitigate them to a large extent. This is 
revealed by the subsequent rounds of the surveys by the Ministry of 
Labour which showed that the initial setback was overcome and towards 
the October-December 2009, employment was estimated to have 
increased by 12.8 hundred thousand during the year 2009 (see Table 
21.6). It is significant to note that initially export-oriented sectors and 
units had a setback and those focusing on domestic market, in fact, saw 
a positive growth in employment. Major part of increase in employment 
has been accounted for by only two sectors—textiles during first quarter 
and third quarter and IT/BPO during the last quarter of 2009. 

On the whole, it appears that adverse effect of 2008 financial crisis 
on growth and employment in India was not as severe as elsewhere 
and also appears to have been of a relatively short-term nature. As 
mentioned in the first section, the growth rate of GDP had declined 
from an average of 9.4 per cent during 2005-06 to 2007-08 to 6.7 per 
cent in 2008-09, but recovered to 8.4 per cent in 2009-10 and 2010- 
2011. The year 2011-2012, which is again afflicted by debt-driven crisis 
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recorded in IT/BPO (7,96,000) sector followed by 1,00,000 in metals 
71,000 thousand in leather industries. An upward trend in employment 
has been continuously observed since July 2009. In the export- 
witnessed units, the employment at the overall level increased by nearly 
2,00,000 whereas in the non-exporting units, it increased by 1,16,000 
hundred thousand during the period October-September 2011 over June 
2011. As a whole, overall estimated employment in all scheduled sectors 
has experienced a net addition of 2.36 million during the period October 
2008 (first survey) to September 2011 (12" survey) (Gol, 2012: 309). 


Table 21.6 


Changes in Estimated Employment based on Various 
Quarterly Survey Results 


(in hundred thousand) 
aE 
Industry Dec.08 Mar.09 Jun.09 Sep.09 Dec.09 Dec.09 Dec. 09 
Group Over Over Over Over Over Over Over 

Oct.08  Dec.08 Mar.09 Jun.09  Sep.09 Dec. 08 Oct. 08 
Textile 
indludi 
apparels -1.07 2.08 -1.54 3.18 0.16 3.88 2.81 
Leather 0.06 -0.33 0.07 -0.08 0.09 -0.25 -0.19 
Metals -1.00 -0.29 -0.01 0.65 0.23 0.58 -0.42 


Automobile -1.69 0.02 0.23 0.24 0.06 0.55 -1.14 


Gems & 
Jewellery -1.59 0.33 -0.20 0.58 0.07 0.78 -0.81 


-0.04 -0.01 0.00 -0,02 -0.07 -0.03 


IT/BPO 0.66 0.92 -0.34 0.26 
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the qualitative dimension is more important where about one-fourth of 
these employed are poor, the proportion being larger among the casual 
wage workers. One reason for poverty among the employed workers 
could be that they do not have full-time work, and these severely 
unemployed may need alternative employment. For same groups, 
underemployment is quite high. For example, agricultural labourers 
were reported to be in the labour force on an average for 312 days out of 
which they were unemployed for 51 days in 2004-05, making the person 
days of unemployment (or underemployment) to be 16 per cent. 

But most often the reason for poverty amongst the employed lies 
in low earning out of their work—either on a self-employed, or wage/ 
salary basis. Data on earnings of the self-employed are not available, but 
according to a survey, among farmers who constitute the majority among 
the self-employed, about 48 per cent earned on an average less than the 
poverty line expenditure of %1,800 per month in 2003 (NSSO, 2005; 
Bhalla, 2006; Papola, 2010). Average daily earnings of casual workers 
constituted 31 per cent of all workers and were estimated to be %49 in 
rural and %58 in urban areas as against per capita per day income of %64 
for the entire population in 2004-05. Earnings of a regular worker were 
relatively higher at ¥134 in rural and %194 in urban areas. Average daily 
earnings of casual workers in agriculture were only about 65 per cent 
of those in non-agriculture. And among the non-agricultural sectors, 
workers in transport and communications, utilities, and financial and 
social services earned much better than those in construction, trade 
and manufacturing (NCEUS, 2007). The acute disparity is also sharply 
revealed by the fact that while a rural casual labour earned on average 
around %75 in 2009-10, the per capita emoluments of a central public 
sector meee ha was %1, 670 per day. 
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with an average productivity of 735,438 (at constant 1993-94 prices) as 
against the average of about 766.995 for the entire sector, in 2006-07 


Socia! Protection 


If the criterion of social protection is added to the characteristics 
of good jobs, the quality deficit in employment becomes much larger. 
According to the estimate made by the National Commission for 
Enterprises in the Unorganised Sector (NCEUS), only about 8 per cent of 
all workers enjoy any statutory protection against such risks as sickness, 
maternity, disability and old age, through various Central and State 
level legislations on conventional social security (NCEUS, 2006). This is 
particularly disconcerting because the universalised provisions of social 
protection for population at large, such as public health and old age 
pension, are rather limited and poorly delivered. 

Practically all the workers in the unorganised sector, which employs 
about 86 per cent of the total workers, are without any statutory social 
security benefit. But almost one-half of workers in the organised sector 
also do not enjoy such benefits. Of late, there have been some initiatives 
to increase universal social protection in respect of health and old age 
(e-g., National Health Insurance Scheme and Old Age Pension Scheme, 
both launched in 2007) as well as to extend the social security available 
to the formal workers to informal workers (e.g., Unorganised Workers’ 
Social Security Act, 2008). The coverage and effectiveness of delivery of 
services, however, continue to be poor. 


Workforce Structure and Quality of Employment 


t * 


INTYTAN RCONOMY SINCE INDRPRNDBNCE « TIWA RAPILA (BD) 


SRk0 


the employment in agriculture is informal, but in manufacturing also 
about 88 per cent of employment is in this category. Average earnings 
per worker were %62 in the unorganised sector as against 7239 in the 
organised sector in 2004-05. In terms of social protection, only about 
0.4 per cent of the workers in the unorganised sector were covered under 
any statutory social security scheme, though even in the organised 
sector the extent of such coverage was only 53 per cent (NCEUS, 2006). 
According to the latest estimates, it has declined to less than 50 per cent 
in 2009-10 (Kannan, 2011). 

The third aspect of workforce structure with direct implications 
for quality of employment is the dominance of the self-employed and 
casual labour categories, the regular employer category forming a small 
percentage of total workers. It is only the last category that generally 
provides an assurance of reasonable quality of employment in terms 
of regularity of work, reasonable level of earnings and a measure of 
social security. By definition, the workers in this category have regular 
employment. Estimates of earnings of the self-employed are not 
available, but earnings of the casual workers were only one-fourth of the 
wages of regular workers (%51 as against 200) in 2004-05. Incidence of 
poverty was as high as 32 per cent among the casual labour, and 17.5 
per cent among the self-employed, but lower at 11 per cent among the 
regular workers, with an average of 20.51 per cent for all employed 
workers. (Planning Commission, 2008: Ch. 4, annexure 4.7). Any social 
security benefits that are statutorily available to workers are only to 
regular employees of establishments, very rarely to the casual workers or 
the self-employed. Given these differences between the regular workers 
and other categories of workers, the facts that they constitute less than 
one-sixth of total workers and that their share has remained virtually 
constant over a long period of time while that of the casual labour, the 
category scoring lowest by different criteria of quality employment, has 
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Muslims also face similar disadvantage (Kannan, 2012). And workers 
without education and skills also fall in this category with very little 
prospects of improvement in quality of their employment. 

Only about one-third of India’s workforce consists of women, but a 
large majority of them, about 67 per cent are engaged in agriculture. Of 
male workers, only 55 per cent were in that sector in 2009-10. Utilities, 
the sector that meets the criteria of good quality of employment most 
often, employ only 0.08 per cent of women workers, while 0.35 per 
cent of total male workers work in this sector. Similar is the situation 
in transport and communication, another sector providing reasonably 
good quality employment, where only 0.43 per cent of women workers 
work; the corresponding percentage of male workers is 6.04. Only about 
1 per cent of women workers but over 2 per cent of male workers are in 
financial services. Women workers are, however, more likely than men 
to be in the community, social and personal services: over 10 per cent of 
them are in this sector, as against 8 per cent of male workers. The share 
of agriculture in employment has been declining over the years, but the 
rate of decline has been slower in the case of women workers than of 
men. Share of community, social and personal services, on the other 
hand, has been declining in male employment, while it has shown an 
increase among female workers. 

Taking regular wage and salary jobs as the best quality employment, 
women are at a large disadvantage as compared to men. While 19 per 
cent of male workers belong to this category, the corresponding figure 
for women was only 11 per cent in 2009-10 (Table 21.7). Thus, the 
likelihood of a woman worker finding a regular wage or salaried job 
is much smaller than that of a male worker. The relative position of 
women, however, seems to be improving over the years, in so far as the 
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to be around 6 per cent. Thus the likelihood of a woman worker finding 
a job in the organised sector, which is expected to fulfil the criteria of 
good employment, is about 0.67 of a male worker. This is corroborated 
by the fact that while women accounted for about 30 per cent of total 
workforce, their share in organised sector employment was 20 per 
cent only. The share of women in the organised sector workforce has, 
however, been increasing over the years and it was around 20 per cent 
in 2008. 


Table 21.7 


Distribution of Workers (UPSS) by their Status of Employment: 
Male, Female and Total 


Gender Year Self- Regular Casual 
Employed Employees Labour 
| 2 3 4 5 

eso eet | eas ees S~*”:C 

1999-2000 51.28 17.86 30.86 

2004-05 54.17 18.34 27.49 

2009-10 49.57 18.81 31,52 

Female 1993-94 56.65 6.44 36.91 

1999-2000 55,53 7.54 36.92 

2004-05 60.99 9.10 29.91 

2009-10 52.95 10.97 36.08 

Person 1993-94 54.70 13.53 31.77 

1999-2000 52.61 14.65 32.75 

2004-05 56.38 15:35 28.27 

2009-10 50.58 16.63 32.79 


Source: Own estimates based on various rounds of NSS data on employment and unemployment. 
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growth, and factors such as infrastructure bottlenecks, rationalisation 
of enterprises by the employers in the wake of technological change, 
etc., have been the major factors behind the deceleration in employment 
growth (Ghose, 1994; Nagaraj, 2004; Papola, 1994; Deshpande et al., 
2004; Sharma, 2006). 

It is interesting to look at some recent statistics in this context, 
as most of he studies cited above are based on old data. A recent 
study has analysed data from the ASI to examine the recent trend 
in manufacturing employment and flexibility issue (Kumar, 2012). 
Comparing the two sub-periods after economic reforms, 2001-2004 and 
2005-2009, the latter coinciding with the period of high GDP growth, 
the study found that employment grew by around 6 per cent between 
2004-05 and 2008-09 per annum, while during the previous period 
2001-02 and 2003-04, it actually declined at the rate of 0.4 per cent. 
The labour laws and institutions largely remaining the same during both 
the periods, challenges the basic argument that there is not enough 
flexibility in Indian labour laws to very employment based of the needs 
and exigencies of business. This significant employment growth during 
the later period was accompanied by growth in fixed capital formation, 
net value addition as well as profit which increased by 15 per cent 
(Ibid.). This was largely achieved by the hiring of extremely flexible 
category of contract workers (i.e., workers not directly employed by an 
establishment) which grew at a compound rate of more than 10 per cent 
during this period. As a result, the share of contract workers in the total 
workforce, which was only around 10 per cent in early 1990s, and 20 per 
cent in 2000-01, increased to 31 per cent in 2008-09. The employment 
of contract workers provides several advantages to the employers. Apart 
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higher capital intensity with the help of imported manufacturing from 
outside added with lower interest rate regime. All these have led to surge 
in profits at the expense of labour costs. The share of workers in net 
value addition almost halved from around 19 per cent to 11 per cent by 
2001-2009. At the same time, the share of profits increased from 25 per 
cent to 56 per cent during this period. 

It is obvious that employers were able to resort to the above- 
mentioned practices in spite of so-called labour market rigidities. Apart 
from employment of contract labour, several other routes were found 
out—illegal closures by not paying electricity bills, etc. Several state 
governments have relaxed the provision of enforcement of labour laws 
leading to prevent or hinder inspection of firms. For example, in the 
largest state of UP, the labour inspectors can carry out inspection only 
after prior consent of an offer of the rank of labour commissioner or 
district magistrate. Some other states (e.g., Rajasthan and Andhra 
Pradesh) have also reduced the scope of labour inspection and have 
exempted several establishments from the provisions of labour 
inspection. All these have only added to the problem of labour—they 
are neither paid their wages nor their due compensation. This has also 
resulted into significant industrial sickness as well as prevalence of 
redundancies leading to their uncompetitiveness. Although unions have 
generally resisted to any legislature or executive move to make closure 
and retrenchment easier, in recent years unions at enterprise level 
have generally found to be accepting the inevitability of adjustments in 
workforce in the face of globalisation and industrial restructuring. 
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The trade unions have been further weakened by the ascendancy 
of managerial rights and new strategies like outsourcing, parallel 
production and so on. Apart from an aggressive shift in employment 
from the permanent to temporary, casual and contract employment, 
there has been a systematic transfer of jobs from the bargainable or 
unionised category to the non-bargainable category by several tactics 
such as redesignation of workers. All these developments have not 
only weakened the collective bargaining machinery, but in a significant 
number of cases led to agreements between local and plant level unions 
and employers which have adversely affected the interests and welfare 
of workers. For example, the fear of losing jobs has compelled unions 
to accept cuts in salary, freezes in allowances and benefits, voluntary 
suspension of trade union rights for a specific period, and commitment 
to modernisation, flexibility and action points to increase production 
and productivity. The weakening of the workers’ bargaining capacity 
and rise in the militancy of employers is also captured by a significant 
increase in the incidence of lockouts and a decline in the incidence of 
strikes. In the pre-liberalisation phase—between 1976 and 1990—the 
man-days lost due to strike were about 55 per cent, while man-days lost 
due to lockouts were 45 per cent; the corresponding figures were 40 
per cent and 60 per cent respectively for the post-liberalisation phase, 
between 1991 and 2000, and during 2005, the figures have come around 
30 per cent and 70 per cent respectively. Further, the average duration of 
lockouts is also considerably longer, roughly three times those of strikes. 

The shift in the ideology of the state from welfarism to the neo- 
liberal values of market that call for labour flexibility is pushing such 
reforms through legislative, executive and judicial action. Unable 
to initiate legislative action because of constraints imposed by 
parliamentary democracy, the state has resorted to executive action and 
judicial activism for reinterpreting legal rights of labour in the light of 
the prevalent values. It is significant that the Parliament has so far not 
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erode the rights of workers. A sense of resignation pervades within the 
working class and its leadership. All these make for a situation which 
forces workers to accept concession bargaining that is increasingly 
being resorted to in the corporate world today. Some recent events 
such as violence by automobile workers point out towards the growing 
disparities and frustrations of the working class. It is bound to increase 
unless the root cause of the discontent i.e., erosion of basic rights of 
workers is addressed. 

Thus, the ranks of the voiceless workers are swelling. Those in the 
unorganised sector have virtually no bargaining power despite the fact 
that a large percentage of the membership of some central trade unions 
comprises workers drawn from among them. In this sector, any attempt 
at organising on the part of workers immediately invites managerial 
reprisals and the leading workers are sacked. Thus, organising becomes 
too risky for those who eke out a rather precarious living. The neo- 
classical figment of a trade-off between work and leisure amounts to 
an option between work and starvation. No wonder these workers are 
forced to work for long hours without minimum wages, overtime, casual 
or sick leave and even maternity leave for women workers. Thus, an 
increasing number of workers are fated to suffer from extremely poor 
conditions of work, low wages and no social security. 


Conclusion and Policy Agenda 


All available evidence on different aspects of the employment and 
labour scene suggests that despite an impressive growth performance, 
there have been very little improvements in employment conditions. 
Most of the jobs are being created in the unorganised sector, 
characterised by low earnings and poor working conditions. Even in the 
organised sector, the trend has been towards increasing casualisation, 
contractualisation and informalisation in the name of labour flexibility. 

“he state, even though hitherto unable to bring in legislation for 
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skills and social mobility. However, most jobs are likely to be low-end 
ones offering low earnings, little upward mobility and limited social 
security. The organised voice of and on behalf of workers is likely to 
further weaken, adversely affecting their conventional rights. This 
appears to be the likely future scenario on the labour front in India. 
Faster employment growth may result in some tightening in the labour 
market, thus leading to an improvement in the economic dimensions of 
quality of work. But a reversal in the trend of social and political decline 
of labour seen over the last couple of decades is unlikely without a 
concerted and sustained effort by political groups and civil society. 

Some of the elements of the emerging policy agenda for employment- 
intensive growth are mentioned below. 


Faster Growth 

As the employment challenge facing India entails both creation of 
new jobs and improving the quality of existing ones, faster economic 
growth is the key to meet this challenge. Faster growth can generate 
reasonably high employment growth with a significant increase in 
productivity. To accelerate employment growth, sectors and activities 
with relatively higher employment elasticity could be targeted. However, 
the compulsion of raising productivity for improving employment 
quality in a major part of the economy necessitates a high growth rate 
of the economy to generate the requisite employment opportunities. 
Thus, the strategy for creating quality employment essentially involves a 
strategy for rapid and diversified economic growth. 

Faster growth of agriculture derived from geographical and crop- 
wise diversification is an essential element of such a strategy in 
India. Agricultural growth is needed not for a quantitative increase 
in employment but for a qualitative improvement in employment a 
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to employment or lack thereof. The state needs to actively strengthen 
its economic and industrial base to enable the economy to face global 
competition. The withdrawal of the state from investment in physical, 
economic and social infrastructure would adversely affect the nation’s 
capacity to benefit from globalisation. 

Employment expansion that does not flow from the growth process 
would at best be a mere palliative. As Kalecki (1944) noted, any strategy 
for expanding employment has three elements: (a) redistribution of 
income in favour of the low-income groups, (b) public investment and 
(c) provision of incentives to private investment. A growth strategy 
for generating decent full employment cannot be based solely or even 
mainly on private investment. The sine qua non of such a growth strategy 
is investment by the state. However, in a country like India, state 
investment needs to be preferentially directed towards activities for 
generating employment and reducing poverty. For example, the available 
literature on developing countries clearly shows that agricultural growth 
contributes more to poverty reduction than growth in manufacturing 
besides also indirectly stimulating non-farm production. Land reform 
too has been seen to play a critical role in mitigating exclusion of the 
poor from growth and development in rural areas. 


Social Sector Development 


Human capital endowment primarily determines the capability of 
a person or group to prevent exclusion and benefit from globalisation. 
Strengthening human capital, in general, and for the disadvantaged 
group, in particular, is primarily the state’s responsibility. Public 
investment in the social sector plays a crucial role in making globalisation 
exclusionary or inclusionary. Since most of the expenditure has gone 
| creasing salaries rather than developing quality-enhancing 
cture the expenditure pattern 
1 ce st p the social sectors. The 
ation and healthcare would 
nerable from the fruits of 
ed public investment and 
y ore needs to be 
rent generation 
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Labour Market Reforms and Employment Generation 


With the proposed intensification of economic reforms, the agenda 
for labour market reforms too would assume importance. Employers 
need flexibility in adjusting the workforce in the face of global 
competition, Thus, combining efficiency with measures to safeguard 
the genuine interest of labour would prove to be a real test for the 
Indian system. In a poor country like India, workers should be assured 
of adequate separation benefits and viable minimum wages well above 
poverty-line income, in the course of implementation of labour reforms. 
The proposal to formulate a national minimum wage must also be 
considered. 

The changes in the labour market indicate the need for tackling the 
unemployment problem through diversification of the economy. Gender 
differentials in skill and expertise levels, and gender biases in the labour 
market must also be removed to enhance the utilisation of the female 
labour force. 


Skill Development 
Besides acquiring general education, a worker also needs to imbibe 
relevant skills for participating effectively in the labour market. Hence, 
imparting training and skill formation constitute an important strategy 
for preventing exclusion from labour market participation. The advent 
of modern technology also necessitates continual re-skilling through re- 
training, and the installation of an effective mechanism for monitoring 
the technical demands of industry. The training institutions should also 
be totally free from bureaucratic red-tapism to facilitate continuous 
redesigning of training programmes and effective industry-institution 
collaboration in this area. 
Although the government has re 
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in the informal sector, and to develop an effective safety net mechanism 
for enhancing their productivity and ensuring their inclusion in the 
process of globalisation-led growth. 


Strengthening Social Protection 


As mentioned earlier, social protection is presently available to 
only about 10 per cent of the workforce in the country. In the wake of 
growing uncertainties as well as informalisation of employment and 
livelihoods, it is extremely important to provide a minimum level of 
social protection to all the workers. The NCEUS had recommended a 
modest scheme for workers in this sphere. However, the government has 
only partly accepted the NCEUS’s recommendation and implemented 
an act for the social security of informal workers, which includes old 
age benefits such as pension and healthcare. However, this is only 
restricted to the workers below the poverty line, and has consequently 
not had any appreciable impact. A national health insurance scheme 
(Rashtriya Swastha Bima Yojana; RSBY) is also applicable to people 
below the poverty line along with some other specific categories of 
workers. There are also several other provisions and acts that address 
particular groups of workers but they have huge targeting problems and 
their impacts are diffused. The self-employed workers, who constitute 
about 50 per cent of the workforce, are largely excluded from any social 
security provision. The state of Kerala has, however, brought as many 
as 80 per cent of its workers under social security cover. The impacts 
of the programmes in the state is also greater because of the high level 
of unionisation and greater awareness among workers. It is thus widely 
believed that following the example of Kerala, the time has now come 
to bring the entire unorganised sector comprising workers undertaking 
poet romped activities, Date a setecpored & and casual workers under a 
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and membership-based organisations (MBOs) of workers can play a 
definitive role in enabling the poor and the excluded to assert their voice. 

The Indian labour market is characterised by a small segment of 
organised labour and an inordinately large segment of unorganised 
labour. The resources of the organised sector unions thus need to be 
diverted to the unorganised sector for the purpose of organising the 
latter. There is a danger of the growing contingent of the unemployed 
attacking the organised working class and democracy, if trade unionism 
does not rise to the occasion in time to organise the unorganised 
workers to enable them to fight for decent employment. It is therefore 
necessary for the unions to discard their rather narrow approach of 
restricting the concept of the working class to industrial workers in the 
formal sector and adopting a more inclusive conception of the working 
dass, encompassing a wider section of wage and self-employed workers. 
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Indian Agriculture 


Developments, Issues, Policies and 
Agenda for Reforms 


ART IV (chapters 22-24) is devoted to discussion on Indian 

agriculture: growth, performance, policies, the role of technology 

and institutional factors, food security and food price inflation 
and agriculture market reforms. While chapter 22 (Ed. notes) provides 
a broad overview of Indian agriculture covering some major aspects 
and issues including COVID-19 Pandemic and its impact on Indian 
agriculture, specific issues have been discussed in the chapters that 
follow. In chapter 23, Ashok Gulati and Shweta Saini trace and evaluate 
the policy reform that have influenced the country’s agriculture sector, 
even though haphazardly. The next chapter 24 (Sarthi Acharya and 
Santosh Mehrotra) analyse the controversial agriculture reforms with 
reference to New Farm Laws of 2020. 
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grown at a CAGR of 8.15 per cent over the last five years ending 2019- 
20. As revealed by the latest SAS, the sector has been a stable source of 
income across groups of agricultural households accounting for about 
‘5 per cent of their average monthly income. This improvement in the 
ntribution of allied sectors is in line with the recommendations of the 
on Doubling Farmers’ Income which has suggested a greater 
sectors to improve farmers’ income. A review of the allied 
ng with the recent programmes and initiatives to harness its 

as alsc en 
an allied sectors grew at a positive growth rate of 
21-22. As stated in Economic Survey 2022-23, 
1e to good monsoon and various government 
mencwlability, improve investments, create 
f e development in the agriculture 
inputs to the sector. The timely 
Bharat (ANB) Abhiyan coupled 
B and other schemes are 
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Figure 22.3 
Percentage Share of GVA of Aoriculture R Allied Sector to Total GVA 
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ce Estimates of National Income, 2021-22 


riculture and Allied Sectors 


itical to the growth of a sector. The Gross Capital 
agriculture and allied sectors relative to GVA in 
howing a fluctuating trend as shown in Figure 
the GCF in the sector arises mainly because of wide 
ate investment in agriculture and allied sectors. 
1 the Figure 22.4, while public investment has 
2-3 per cent over the years, the private 
Te the total agricultural GCF has moved in 
nv stment. 
exis sa direct correlation between capital 
rate, there should be a focused 
er public and private investment 
ssional institutional credit to 
te corporate sector, whose 
as 2 to 3 per cent in agriculture’, 
ment in agriculture. Private 
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cent growth emanating from the agriculture sector would be atleast two 
to three times more effective in reducing poverty than the same growth 
coming from non-agriculture sector” (Gulati, 2012). In the case of China, 
it was 3.5 times as efficient and in case of Latine American countries 
especially Brazil, it was 2.7 times as efficient (World Bank, 2008). 
The power of agriculture in reducing poverty is observable in the 
linese case, especially during 1978-1984, the initial years of reform. 
ima began its reform process with agriculture: by moving from the 
mune-based system to the household responsibility system, and 
ising agricultural prices upwards by more than 20 per cent, the 
Ss were spectacular. The agricultural growth rate jumped to 7.1 
mt per annum during 1978-1984, up from 2.5 per cent during 
reform period of 1966-1977. This was followed by a dramatic 
“8 poverty: from 33 per cent to 15 per cent in the early 
d between 1978 and 1984. Farm incomes in China grew by 
; fe [cent per annum. It is this high growth in farm incomes 
| demand for manufactured goods produced by town and 
rises, kick-starting the manufacturing revolution in China 
, 2008: 6). Much of this can be ascribed to the bottom- 
‘reforms adopted by China—that is, starting from 
sctor. This is unlike India, which chose a top-down 
nitiating reforms in the non-agricultural sector. As 
overty reduction has been held hostage to the 
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“i r cent of the workforce still dependent on 
90d, agriculture in India has a far-reaching 
a8 well as on rural development. Agriculture 
a number of agro-based industries, Thus, it 
ev se eeeicaiare not as farming alone 
h includes farming, wholesaling, 
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provided a major incentive for investment and the growth of agriculture 
in large parts of the country. 

As regards the ceiling on landholdings and distribution of surplus 
land among the landless, there were two rounds of land reform 
legislation—one in the 1950s and another in the early 1970s. However, 
to numerous exemptions provided in the law and due to the lack 
itical will, the objective of this reform could not be fulfilled 
[mot much surplus land could be acquired by the government for 
bution among the landless. According to G. Parthasarthy (2003), 
Mand reform conceived as a programme of conferment of rights 
hip on tenants and as public distribution of the land of 
in favour of the small farmer and the landless has, by 
m a failure. The only exception to this sad record is the 
fermediaries. However, its indirect effects on the agrarian 
ie been marked, though the character of these effects is 
gupon the responses generated in varying situations of 
ects of the redistribution to alter the structure of 
st of cultivation holdings were only marginal 
. The indirect effects were, however, quite 
ir indirect effects were in respect of absentee 
e significance of these could not be precisely 
gh evidence in a number of studies to 
joadly speaking, the absentee landowner 
rly 1970s than in the early 1950s. His 
a the dry areas than in the irrigated 
yp e valuable. Transfers of land, under 

nan y and ceiling legislation, to the 


the abolition of intermediary interests the erstwhile superior tenants 
belonging mostly to upper and middle castes acquired a higher social 
Status. Rise in agricultural productivity, rising land values and higher 


incomes from cultivation have added to their economic strength. 
Substantial landowners who wield great authority in rural India are 
bitterly opposed to ceilings on agricultural holdings. They are able to 
have their way because no serious efforts have been made to organise the 
landless and the land poor and enlist their support in favour of reforms. 
% for tenancy reform is concerned, there is a certain commonality 
of interest between all landowners—large, medium, small and even 
inal. They are all passionately attached to their land and all of 
m are opposed to conferring benefits on insecure tenants. In the first 
dd of land reform only the intermediaries were adversely affected. 
re few in number and were weak politically. They had also made 
obnoxious by aligning themselves with the colonial power. 
enough to abolish intermediary interests. And it was done 
them much. But injuring the interests of the present 
s is an entirely different proposition. No political party 
o win elections and come to power can afford to do that. At 
ce this class at landowners did not wield much 
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when on one occasion, the US shipments were abruptly stopped for 48 
hours at the height of the drought (Gulati, 2000). India’s leaders then 
realised the high level of political risk inherent in relying on foreign 
sources for food security and resolved to achieve self-sufficiency in grain 


production, no matter what it cost. The history of the goal of food self- 
ficiency that would shape Indian agricultural policy for the next 40- 
id years can be traced back to this period, especially the government's 
sh experience with food aid then (Gulati and Fan, 2008). 
Pt jases of Green Revolution 
] ati and Fan (2008) identify three phases of the Green Revolution. 


Phase, 1966-1972 
‘its lependence on P.L. 480, India, prompted by the Minister 
at that time, C. Subramaniam, adopted a new agricultural 
st grain production accompanied by remunerative 
farmers. i January 1965, the Agricultural Prices 


ara tion of India (FCI) to take charge ofthe 
‘ural commodities (Gulati, 2003). 
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During the 1970s, other input subsidies grew in importance within the 
state budget (Fan et al., 2004), and the subsidy bill excluding fertilisers 

w from %10 billion at constant prices to 33.2 billion, or from 0.5 per 
int to 4.0 per cent of agricultural GDP between 1973 and 1980 (Gulati 
arayanan, 2002a). Also during this period, groundwater irrigation 
ased in importance, with its share rising from 0.55 per cent to 19.5 
nt between 1960 and 1975 (Datanet India Pvt. Ltd., 2006) on 
Of private investment in tubewells by farmers who reinvested 
me from the earlier burst in foodgrain production. As a result, 
bsidies for water pumping grew dramatically, reaching 44 per 
t total input subsidy at the start of the 1980s (Gulati and 
ion of HYV technology from wheat to rice, favoured by 
tr ells, spread the Green Revolution to new areas, 
pha: in the expansion of domestic production. From 
‘Production as well as yields of foodgrains showed 
h, at 3.1 per cent and 2.5 per cent, respectively, and 
ned fi om roughly 56 per cent to 50 per cent (India, 

re, 2004). 
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ared to 63.8 mt in 1986, up from 37.0 mt in 
00, from 12 mt to 47 mt in 1986, a year in 
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Improved ToT for agriculture in turn resulted in an increase in 
the profitability of the primary sector relative to industry and led to 
in increase in private investments, which are now double the public 
ivestment in agriculture. These were increasingly directed to the 
duction of horticultural produce, poultry, fish, milk and eggs in 
nse to booming consumer demand for these high-value agricultural 
icts, leading to a remarkable growth in output of these commodities 
ne 1990s relative to the previous decade (WDI, 2004). 


ion in Agriculture Growth 


as a notable deceleration in the rate of growth of agricultural 
ring the 1990s, a fact highlighted by a number of studies 
es (Mallik, 1997; Rao, 1998; Thamarajakshi, 1999; George, 

, 2000). 
pric al GDP decelerated from over 3.5 per cent per 
82 and 1996-97 to only around 2 per cent during 1997- 
(Table 22.2). This deceleration, although most marked 
urred in almost all the states and covered almost all 
, including those such as horticulture, livestock and 

was expected to be high. Consequently, growth of 
en well below the target of 4 per cent in Ninth, 
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Vaidyanathan (2000). These weaknesses of agricultural policies, inter 
alia, affected the faster growth of the sector and in creating a sound 
infrastructure base for future growth. 


vestment in Agriculture and Subsidies 


Elementary growth theory tells us that the growth of a sector 
ond upon the investments made in that sector, its capital-output 
og the Indian economy, the Five Year Plan documents often 
e a capital-output ratio of 4:1, that is, by investing four units of 

e can get one unit of output. Thus, if the overall investments 

my hover around, say, 30 per cent of GDP, then GDP should 

around 7.5 per cent, presuming all other factors remain 

GDP (ade fluctuates above and below Be per cent 


bees over areata years; relative price 
h ee eer rt st 2 rat of prices 
ant d products (loosely referred to 

ture and manufacturing sectors); 
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the critical input in both agricultural and non-agricultural economic 

activities. The provision of these two critical amenities can go a long way 

toward allowing farmers to exploit their private entrepreneurial talents. 

fajor and medium irrigation projects provide a key public input into 
ture 


ing Research and Development Efforts 


jother important factor limiting the growth potential of the sector 

ck of breakthrough in research and development after the Green 

gn. Perhaps, it may be one of the reasons for the decline of 

y in the 1990s. India compares poorly with the productivity 
oes countries. 

2 is hardly any scope for further expansion of area under 

future production prospects depends largely on the 

a as levels. Here what we need is to break the 

—_ gap between the potential and actual yield 

n Council of Agriculture Research (ICAR) 

is vast unexplored technological potential for 

OF apm arpa (1999) 

a’ in India should be considered 
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base, the lack of infrastructure and organised market structure stand 
vin the way of successful diversification. A World Bank (2007b) study 
shows that for horticulture produce, farmers typically receive about 
-15 per cent of the price paid by the retail consumer in the export 
arket. Further studies conducted by the World Bank (2007c) on value 
of mango and litchi in Bihar show that a significant amount of the 
umer price is lost in transport and wastage, and farmers receive 34 
) per cent of that price, respectively. This can be further increased 
supply chain can be compressed and the wastage minimised 
2010). 
interesting to observe that many policymakers do realise that 
sources of growth in agriculture will increasingly come from 
ed high value segment (fruits and vegetables, livestock, 
), yet the overbearing question of food security (basically 
nates the policy agenda. If one looks at the overall public 
ag spent on agriculture, one is amazed to observe that 
the resources go primarily as subsidies on inputs like 
tion and power. Only one-fourth of the resources go as 
in agriculture, and roughly 90 per cent of this is on 
1 irrigation. Moreover, over time, input subsidies in 
e up much faster than investments in agriculture. 
ions for policy regarding the allocation of public 
on mi ‘ginal returns in terms of agricultural 
vlic e: across various categories 
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growing at more than 7 per cent a year and which plans to be counted as 
globally powerful nation. 

- The distress is said to be the cause for some farmers to take the 
treme step to end their lives by committing suicides. This kind of 
idents further worsens the suffering of such families. The distress 
ts a very dismal picture of Indian agriculture. It threatens the future 
iculture sector and also reflects poor state of large population of 
ag community in the country. 


nd Symptoms 
roni al that despite so much concern about the agrarian 
th peventry. there is no clear description of what is agrarian 
s, before proceeding further, it is important to discuss 
in distress. Agrarian distress is manifest at two levels: (i) 
acro level, and (ii) household or farm level. Further, the 
absolute or it could be relative. The absolute agrarian 
es a situation of agriculture production becoming 
lable or highly vulnerable. The relative agrarian distress 
in. performance of agriculture relative to rest of the 
istress at household level refer to a situation when 
icultural household is not adequate to meet family 
The pereiam of agrarian distress are: 
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for instance, registered an agri-GDP growth of 4.5 per cent per annurm 
during 1978-2016, a very long period indeed. In fact the first thing 
inese government did in 1978, when it started off economic reforms, 
is to reform agriculture. Agri-GDP in China grew at 7.1 per cent per 
im during 1978-84, and because they also liberated price controls 
A-commodities, farmers’ real incomes increased at 15 per cent per 
A, That set the stage for a manufacturing revolution through Town 
age Enterprises (TVEs) to satisfy domestic demand coming from 


y, Indian industry is complaining that rural demand is 

Tractor sales are down by 13 per cent, two-wheeler sales are 
1 cent, sales are down by a similar percentage, and even 
down in April 2019 over April 2018. One of the reasons 
hat India never had any major agri-reforms, and farmers’ 
ned very low. But still there have been periods, 
sugh, when agri-GDP has grown well above 3 per cent. 
years of UPA from 2004-05 to 2013-14, agri-GDP 
x annum. This dropped to 2.9 per cent during the 
. nasses do not gain, demand for manufactured goods 
wing down the wheels of industry. So, if industry 
1 t aim at an agri-GDP growth of more than 4 
Sulati (2019) Indian agriculture can grow even at 
least for a decade, provided we are focused on 
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gri- ports had negative growth during 
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hieving food security by improving production, employment and 
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a need to provide remunerative prices 


i comes 
; farmers 
farmers. 
be literature. However, 
slements rather than su 


iff and Montenegro, 1997). 
it wa 


of the farmers, There 18 
in order to maintain food 
There has been a debate on pri 
a review of literature 
batitutes (Dev and Ranade, 


security and increase the incomes 
e versus noneprice factors 
showa that they are 
1998: Rao, 2004; 


S viewed that reforms in non 


the post-reform period, 
f trade) in favour of agriculture 


ure would shift the ToT (terms © 
enhancement of private sector investment, which, in turn, 

wth in agriculture (Singh, 1995). The favourable ToT 
have had some impact on agriculture in the post reform 
yeriods of improving ToT like in the early 1990s and more 
504 onwards, witnessed a robust growth in agricultural 
ral, and in foodgrains in particular (Dev, 2009). 


ce Policy 


ce policy was earlier meant (0 1 
ices on the yulnerable sectio 
of the Agricultural Price Commission, 
n a balance between the interests of consumers 
h , the limits of price policy in achieving 
ec by the government and other non-price 
ly for the purpose. While a large network 
90d to the needy with appropriate levels of 
| ny policy initiatives have been put in place 
nush for farmers to invest sufficiently 
roductivity per unit of land so that food 
aimed at encouraging higher 
should be available at 
cheap food are considered 
remained subservient to 
, on the whole until the new 


nitigate the impact of 
ns of the population. 
it has 


rice policy in the 1990s altered 
jons to the relative exclusion 
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The result of these higher support prices le that it hurte the 
snesumers and has an adverse impact on poverty reduction, Ut 
estimated by Parikh ef al, (2003) that a 10 per cent increase in 
of wheat and rice leads to a decline in overall GDP hy 44 per 
increase in aggregate price index by 1.5 per cent, reduction in 
ents by 1.9 per cent and has a minuscule impact on agricultural 
¥ also conclude that the bottom 80 per cent of the rural and all 
spulation is worse off. The experience of the past few years 
that the option of trade for food security has limited 
: of the huge demands of a large population of the country. 
that the balance between price and non-price interventions 
ack as in earlier decades, ‘Therefore, non-price interventions 
c investments have to be accelerated to reduce the CoP, and 
ed for higher support prices. Also, a system of variable 
: implemented to insulate domestic prices from the 
ola lity in international food market (Mahendra Dev), 
ice policy has been largely successful in playing a major 
foviding reasonable level of margins of around 20 
ts to the farmers of both rice and wheat. In turn, 
waged farmers’ investments in yield increasing 
reasing production and enabling sufficient 
tocks and providing physical access to food by 
elf-sufficiency. The need to supply food to the 
ation programmes has also been increasing 
licy could help in procuring 43 mt in TE 
13 mt in TE 1982, providing buffer stocks 
2008-09, which is a steep increase over 
sks of production, procurement and 
jossible without the efficient working 
ntry is, by and large, insulated from 
example, the prices of cereals 
spiked by 150 per cent in the 
. This does not mean that there 
o highlight the fact its utility 
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24 per quintal. The expected returns to farmers over their cost of 

Miction are estimated to be highest in case of wheat and rapeseed 
Sstard at 100 per cent each. For masur (lentil) and gram, return to 
over cost of production is estimated at 79 per cent and 74 per 
tectively and for barley and safflower, it is 60 per cent and 50 per 
ictively. The differential remuneration is aimed at encouraging 


Sification. 


Figure 22.5 
MSP & Returns of Rabi Crops of Year 2021-22 
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implementation at the state level. Nevertheless, no sufficiently strong 
echanism exists to bring state and central level policy makers together 
discuss problems, design solutions, and monitor performance. 
Over the past several decades, agricultural policies have sought 
hieve food security, often interpreted in India as self-sufficiency: 
g to ensure that farmers receive remunerative prices, while at 
ae time safeguarding the interest of consumers by making food 
it affordable prices, 
ding to the study, farmers in India are impacted by a 
in of complex domestic market regulations and by import and 
e rest. ictions, which together often lead to producer prices 
w comparable international market levels. Despite large 
has isers, power, and irrigation, which offset somewhat 
ing effect of market interventions, the overall effect is 
vention actually reduces gross farm revenues by over 6 
r(S (2014-16). As per the calculations of this report, the 
erate a negative producer support estimate overall. 
y ith most other countries studied by the OECD 
en ce of negative market price support and its size. 
seriod, producer prices have remained, for many 
modities examined, below comparable reference 
ced and partly related to other inefficiencies 
; d inefficiencies are due to minimum 
national prices for several commodities 
0 and 2016, to domestic regulations, and 
at govern the marketing of agricultural 
ntial Commodities Act (ECA) and 
‘ommittee Acts (APMCs). Through 
Bay seguaine influencing pricing, 
ydities. Restrictions stemming 
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Economic Reforms and Indian Agriculture 


HE 1991 policy package that ushered in economic reforms 
[coors primarily of three components: 

1. Correction of exchange rate: rupee was first devalued by 24 per 
cent in quick succession in July 1991, and then by March 1993, 
rupee was made to fully float in the market. 

2. Reduction in industrial tariffs: trade policy changes were 
ushered in with a view to reduce the industrial tariffs from 
about 100 per cent to 30-40 per cent gradually and reducing 
peak tariffs from 200 per cent to about 65 per cent. 

3.  De-licensing of a large number of industries (except a list of 
eighteen, which were reserved for security reasons). 

It is notable that agriculture was never a part of this comprehensive 
agenda for reforms (Ahluwalia 2016). This paper evaluates this by tracing 
and evaluating the policy reforms that have influenced the country’s 
agriculture sector, even though haphazardly. The paper structure is as 
follows: Section II discusses the impact of the 1991 macroeconomic 
reforms, especially exchange rate and reduction in industrial tariffs, 
on agriculture. Section III traces policy reforms in subsequent years, 
__ especially on fertilizer-price policy and agriculture trade policies. Section 
IV compares Indian economic reforms, particularly in the agriculture 
~ sector, with that of China. In light of the impact that the two different 
approaches have on poverty, lessons are drawn, After discussing the 
- current challenges affecting the country’s agriculture sector, the last 
section proposes a package of reforms for making the sector competitive, 
_ inclusive and sustainable going forward. 
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Figure 23.2 
MSP of Rice and Wheat in Selected Countries in 2014-15 ($/MT) 
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Source: Compiled by authors from country-specific reports. 


With MSPs levels below international levels, the country displays its 
inherent consumer bias. The recent upward correction was a necessity for 
the country to support a farmer who was suffering because of relatively 
lower MSPs and limited global market access. Exclusively blaming the 
hike in MSPs for raising food prices is not just naive but is also indicative 
of the anti-farmer mindset that the country has conveniently nurtured 
over the years. Upon undertaking a quantitative exercise (for the period 
1995-95 to 2012-13) to determine the factors that drove up the sticky 
food prices, we found high food inflation explained by three factors: 
exuberantly high fiscal deficits (centre and states), high and growing 
agri-labour wage rates, and rising global prices (Gulati and Saini 2013). 

The orchestrated fiscal stimulus given by all countries, including 
India, in response to the global crisis of 2007-08, catapulted the 
country’s fiscal deficit from 4 per cent of GDP in 2007-08 to 8 per cent in 
the two years of 2008 and 2009. The average M3 growth rate in the years 
between 2008-09 and 2012-13 was about 17 per cent. Even nominal 
wages in the farm sector were rising by around 18 per cent, and real 
wages at around 7 per cent per annum during the last years of UPA-I 
(and much of the UPA-II period), which added to the costs of production, 
thus pushing up food prices (Gulati and Saini 2 
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Trade Policies of Agri Products 


In 1990-91, much of Indian agriculture global trade (about 94 per 
cent of AGDP) was subject to many types of non-tariff barriers. These 
trade-restricting barriers included compulsory export and import 
licensing, canalization (restriction of trade through generally one 
parastatal body), and use of MEPs (Pursell and Gulati 1993). 

India’s agri-trade policies have been ad hoc and unpredictable. These 
policies have been observed to be subservient to the overall objective 
of food security and price stabilization for the consumer, much to the 
detriment of the farmers who have borne the brunt of such ad hocism 
due to export restrictions. A case in point is the 2007-08 global food 
crisis, which triggered a ban of wheat and rice exports. 

In April 1994, the quantitative restrictions (QRs) on edible-oil 
imports were abolished and replaced by 65 per cent tariffs on palm oil, 
which were brought down to 30 per cent in the following year, and then 
to 20 per cent and then further to 15 per cent in each successive year. 
Initially, this did not have much impact on imports as global prices were 
rising, but with the onset of East Asian crisis in 1997, several commodity 
prices—especially of edible oils—collapsed, and this led to rising imports 
of edible oils. The fear of wiping out of the ‘yellow revolution’ triggered 
demands to raise import duties. The new government succumbed to this 
pressure and raised import duties on palm oil from 15 per cent in 1998 
to almost 75 per cent in 2001 for crude palm oil and to more than 90 per 
cent for refined palm oil. 

In 2004, the new government came with Dr Manmohan Singh as 
the prime minister. The import duties started easing as global prices of 
edible oils started rising. By 2008, these duties came down to zero! Even 
in FY 2016, with a moderate duty, India is importing more than 50 per 
cent of its consumption requirement, and self-sufficiency in edible oils 
now seems a distant dream. 

Cereal exports and imports were highly restricted, primarily through 
the ‘canalization’ route. Exports were further restricted through high 
MEPs or outright QRs. The only exception was basmati rice, exports of 
which normally hovered below 0.5 MMT. The year 1994, which saw the 
change in import policy for edible oils, also saw the change in common 
rice exports, which were opened to the private sector without much 
restrictions. As a result, India emerged as the second-largest exporter of 
rice in 1995-96 with an export of rice close to 5 MMT. 

The journey of rice exports, however, has not been very smooth. It 
has suffered several times—sometimes due to falling global prices but 
more often by restrictive government export policy through either high 
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subsidized prices, complicates the already strangulated agri markets. 
Combining this with the government's levy system for rice and sugar, 
wherein the rice millers had to deposit a certain percentage of milled rice 
to FCI at fixed prices, further limits the efficiency of market systems. In 
some states, this levy ratio was as high as 70 per cent. After moderation 
in this ratio over the years, the government finally abolished it. In 
the case of sugar, the levy rate after peaking at 65 per cent in the pre- 
reforms era underwent moderation and was later abolished. Cotton too 
had a monopoly procurement scheme in Maharashtra but that too was 
eventually dismantled. 

All such restrictive policies increased the gap between the farm-gate 
prices and the retail prices, thus accentuating the anti-agriculture bias in 
the system and the policymaking. Most of them have been relaxed and 
some (like levy system) have been phased-out during the twenty-five 
years of the piecemeal reforms. However, the draconian ECA and APMC 
policies are still in place inducing the markets with uncertainty and 
high risk. Quantifying the impact of all these on farmers’ incentives is 
a challenging task, but Gulati and Sharma (1991) calculated this for the 
pre-1991 reform period and the results reinforced the presence of the 
anti-agriculture bias in Indian agri policies. 


Comparison with China 


Since India aspires to compete with China in terms of economic 
growth, it may be interesting to briefly touch upon the Chinese 
experience of reforms, and if there are any lessons for India to learn. 
It is well known that China started off its economic reforms in 1978, 
primarily focusing on agriculture. In a three-sector economic pyramid 
comprising agriculture at the base, industry in the middle, and services 
at the top end, China's economic reformers fired the economy from 
the base, i.e. agriculture. The commune system of land holding was 
dismantled and replaced with household responsibility system, and 
much of the agriculture prices were liberated from most stifling controls. 
This twin attack on existing policies boosted the Chinese agriculture 
sector with AGDP growing at 7.1 per cent per annum during 1978-1984 
compared to just 2.3 per cent during the pre-reforms period of 1952- 
1977, But more interesting was the rise in real rural incomes as a result 
of farm prices being liberated from various controls. The per capita real 
rural incomes increased at 15.5 per cent per year during 1978-1984. 
This brought the Chinese poverty levels down from 33 per cent in 1978 

to 15 per cent by 1984 (Fan, Gulati and Dalafi 2007, 17). This dramatic 
- increase in real per capita rural incomes and decline in poverty served 


Reforming Indian Agriculture: Way Forward 


Agriculture being a state subject under the Constitution, the 
central government requires wider consultation with the states for any 
comprehensive reform package, and that in turn depends on political 
will, leadership and time. The 1991 reforms happened in stealth and 
under acute pressures due to the foreign-exchange crisis; agriculture, 
however, was never on the reform agenda. The central leadership did not 
have a champion for the agriculture sector: not surprisingly, the sector 
limped from one intervention to another, which were only marginal in 
nature and did not add up to a cohesive reform agenda for the sector. 

There are no doubts about the urgency of reform in India’s farming 
sector today. However, the strategy of reform will need to subscribe to 
four larger constraints/objectives. One, the reform process needs to 
be inclusive of the close to 85 per cent of India’s total farm holdings 
that are less than 2 hectares. Unless these small and marginal farmers 
participate in the reform process and diversify their production baskets 
by moving towards high-value agriculture, the Indian agri sector will 
not get transformed, Second, unless farming becomes economically 
and financially viable, the problem of retaining efficient and effective 
resources, including human resources, will only intensify. Third, in light 
of the extensive over-exploitation of scarce resources such as water and 
land, environmental sustainability needs to be incorporated deep into 
the systems and policies. Fourth, Indian farm products, and thus policies 
influencing their production, should ensure their global competitiveness. 
Within these constraints, is it feasible for India’s AGDP to sustainably 
grow at a rate of more than 4 per cent ? The answer in brief is ‘Yes’, 
provided we are able to carry out at least three sets of reforms as given 
below: 


Getting the Markets Right 

We do this primarily by setting right the incentive structures for 
farmers in terms of getting the best prices for their produce. A five- 
pronged strategy—liberalize global trade, repeal/reform trade restricting 
policies such as APMC and ECA, create mechanisms for risk mitigation 
and augmentation, deepen and expand the physical (national and global) 
and financial markets, and invest in agri infrastructures—should set the 
Stage. 

This would amount to opening up exports of all agri commodities, 
even pulses and edible oils/oilseeds, which are shly restricted today. 
Also, it would amount to abolishing or drastically ing ECA, and 
allowing private sector to move and store comm 
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The problem with subsidies is that they lead to very inefficient use 
of resources, and in the case of food, it leads to large leakages, around 
46 per cent in 2011-12 (Gulati and Saini 2015). In addition, the food 
subsidies are also iniquitous, as only the large farmers get larger part 
of the subsidies because of the sheer size of their holdings. The current 
thinking on substituting this ineffective subsidized physical grain 
distribution system with direct benefit (cash) transfers (DBT) (with an 
unconditional cash transfer made directly into the bank accounts of the 
identified beneficiaries) is a step in the right direction. This shift away 
from a price-policy instrument (PDS) to an income-policy instrument 
(DBT) will not only make better economic sense but will also help the 
country achieve its set welfare objective under the original scheme of 
NFSA. Calculations show (Gulati and Saini 2015) that depending on the 
nuances of the DBT scheme, country’s exchequer can save up to 48,657 
crore per annum. These savings, when recycled into agriculture as 
investments—primarily on water augmentation and better management 
of its use—can transform the sector. This will give a big boost to 
agri productivity, bring resilience in the system to cope better with 
droughts and also save on water and fertilizers. Such a reform would be 
transformational, and has already been recommended by the High-Level 
Committee (HLC) headed by Shanta Kumar (FCI 2015) set up by the 
Modi government to restructure India’s food management system. The 
political will is now needed to implement it over the next two to three 
years, 

In terms of investment on agri R & D, India spent only 0.46-0.7 per 
cent of AGDP as against the recommended norm of at least 1 per cent 
for developing countries. This percentage expenditure on agri R & D 
goes up to 3 per cent in the case of developed countries. However, it is 
not just the paucity of resources that needs to be blamed, it is also the 
missing institutional reforms in the ICAR system that is mandatory for 
making the whole system transparent and accountable to the scientific 


community. 


Get the Best Technologies within Reach of Farmers 


From the Green Revolution of the 1970s, the White Revolution 
of late 1970s and 1980s, and the Gene Revolution (cotton) of the late 
2000s, the role of agricultural research, technologies, and extensions 
services has been pivotal. If not for the continued agricultural R & 
D, none of the global and national lab work would have translated 
into successful and transformative land (agri) stories. Therefore, the 
importance of access to the best technologies cannot be overstated. 
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The Agricultural Market Reforms 
Is There a Trade-Off Between Efficiency and Equality? 


There is an imperative for introducing new policies for the agricultural 
sector as the economy changes: demands from the sector shift, ecology places 
restraints, or any other. Recently, the government of the day has opened up 
the output market with the aim to let market forces improve efficiency and 
create more value to the farmers and the economy. In principle, a change is 
welcome, but there are many caveats to be addressed yet. First, given the 
limited infrastructure and imperfect information base, would it be possible to 
exploit the full potential that perfect and competitive markets offer? Second, 
partnerships work best between “equals” and not otherwise. Thus, small and 
marginal farmers to become partners with corporates or large monopolies 
on equal footing might require many intermediate platforms. Third, the 
hinterlands, which will de facto remain outside the ambit of the new policies as 
of now, can be integrated into the national markets only if huge investments 
are made for several years, and it is not clear as to who would make these 
investments and why. Finally, there is the ecological dimension: will the 
markets, especially in the short-term, be sensitive to such issues as waste of 
non-renewables like fossil fuel and water? In short, these and many issues, 
also pointed out in the government's Report of the Committee on Doubling 
Farmers’ Income of 2019, which need implementation rather than “shock 
treat” the sector through withdrawal of the state opening up the markets. 


‘Introduction 


Since Independence, successive governments have put in place 
policies and strategies to ensure food security for the country and for 
farmer’s betterment and many have succeeded. Yet, in recent years 
e labour productivity in the farm sector is some four times lower 
compared to that in the non-farm sectors, and the sector is stagnating. 
he agricultural sector, thus, requires new policies to increase its 
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Second, APMCs are supposedly run by committees constituted of 
farmers but in reality, often large land-owners in most areas control 
the Mandis, as they alone win the committee elections. Traders and 
bulk buyers become their partners. For all practical purposes, this 
nexus controls the management of Mandis.”! Different analysts have 
identified corruption, dis-functional entities and institutions, monopoly 
of traders, cartelisation and lack of a proper price mechanism as knotty. 
Examples of malpractice: Licences in many instances have not been 
issued to prospective new traders so as to protect the vested interests of 
the entrenched traders; cartels rig prices to save on the cess; and in some 
cases, especially in remote areas, MSP prices displayed are not updated 
resulting in the auction prices being old/low. The nexus mentioned above 
is blamed to be central to the said corrupt practices. 


| 24.3 
) Two Experiments in Relaxing the APMC Law 


Different states at times have believed that free markets provide a solution 
to boost the agricultural sector, and they have/had begun implementing 
their own version of APMC. In principle, this might make sense since the 
realities are very different across states. 


The Karnataka Agricultural Marketing Policy of 2013 provides for 
introduction of warehouses for sales, single unified license for traders, 
and setting up of direct purchase centres to buy the agricultural produce 
directly from farmers. The authorities connected their agriculture markets 
through unified markets platform to facilitate electronic trading of 
commodities. The government, in a joint venture with the NCDEX Spot 
Exchange, has established the Rashtriya e-Market Services to roll out 
the unified markets platform (UMP). It connects the agriculture markets 
through the UMP to facilitate electronic trading of commodities. However, 
there has been no noted advantage observed for the farmers in the form of 
better price or off-take compared to other states. 


Bihar too, believing that open markets could help bring a better deal to 
farmers and also bring investments in agriculture, repealed the APMC 
Law in 2006 to permit market forces to take over. It’s a different matter 
that not much happened in that state to improve the farmers’ status. 

It is good governance, investor confidence and suitable infrastructure 
attract investments, and not just freeing up markets and/or setting up 
electronic systems. At least in Bihar none of these is offered, and no 
investors have come in there. si . | 
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to the government (for FCI) come-in up to six weeks later, a time period 
the farmers cannot wait as they need the cash immediately for paying 
off creditors. “Why not pay on the spot”, asks a farmer in Rajasthan, but 
gets no answers. 

Thus, it is clear that the MSP-Mandi regime in its present form has 
out-lived its utility and the need of the hour is to put in place policies 
that would pull the sector out of the presently stagnant situation 
through new investments and new ideas. 

To summarise, the takeaways from the analysis thus far are as follows: 

- The agricultural sector’s growth has reached a real slowdown, 

despite that there being potential to grow and add value for 
the economy. The crop composition is not widening sufficiently 
quickly, investments in land are not growing, and land 
fragmentation is rising. 

- Lack of or limited spatial movement of products is causing 
problems of local surpluses and shortages. 

- Not much can be said about inequality within the sector, but 
there is a rise in inequality between the farm and non-farm 
sectors (Ramesh Chand, Endnote 2). 

- Ecologically, there are many issues, like underground water 
levels sinking further, soils getting exhausted owing to repeated 
mono-cropping, and so on. 


The New Laws of 2020 and Dissent 


The government of the day feels that they have found the right 
solution in ushering-in market forces in the sector.” It claims that 
the laws would transform the agricultural sector through improved 
efficiency in marketing and also larger investments from the corporates 
and FDI for improving the supply. It also claims that these laws would 
enable doubling farmers’ income by 2022—though, with the onset of 
COVID-19, such claims have been shelved. 

There are both, agreeing and dissenting political views and farmers’ 
views on them and there is no consensus on the direction of change. Let 
us discuss the laws in a little more detail before analysing them. 


The Laws 


1. Farmers’ Produce Trade and Commerce 

(Promotion and Facilitation) Law 2020 

This Law states that farmers are now free to sell all their products 
anywhere and to anyone—beyond the physical premises of APMC 
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markets or other markets notified under the state APMC Laws, 
earlier when they were required to sell these only in the design 
7,300 odd Mandis, and to traders who were licensed to buy (the , 
farm products there. Also, unlike earlier, the new law permits tradin 
an “outside-trade area” like farm gates, factory premises, wareho 
silos, and cold storages within or outside the state. The Law | 
permits electronic trading of farmers» produce in specified trade , 
facilitating direct and online buying and selling of such produce thre 
electronic devices and the Internet. , 
In short, the Law is expecte 
state and intra-state trade of far 
transportation costs, help farmers ge 
provide a facilitative framework for electronic trading. It is believed 
the Law will facilitate lucrative prices for farmers through comp tit 
alternative trading channels for promoting barrier-free inter-s 
intra-state trade of agriculture goods. 


eg 


d to promote barrier-free, in 
mers’ produce, reduce mark 
t the best prevailing price 


2. Farmers (Empowerment and Protection) 
Agreement of Price Law and Farm Services Law, 2020 


aw creates a framework for conti 


farming through an agreement between a farmer and a buyer, or 
the production or rearing of any farm produce (including liveste 
Farmers could enter into agreements with any large buyers: ft 
processing companies, large retailers, and exporters for the supf 
farm produce at pre-agreed prices. In case of dispute, it provic 8 
three-level dispute settlement mechanism: The Conciliation Boar i, 
Divisional Magistrate/Collector and Appellate Authority. g 
Farming Agreement: The Law provides for drawing up a 
agreement between the farmer and the buyer prior to the prod 
(or rearing) of any farm produce, containing clauses on the qui it | 
quantity of sale, financial agreement and other clauses. The mim 
period of an agreement will be one crop season oF One production 
of livestock. The maximum period is five years, unless the proc 
cycle of the crop is more than five years (as is the case of some 
trees). eo 
Pricing the farming produce: The sale price of farm fF rodui 
be mentioned in the agreement. A guaranteed price for the 


The Farmers Agreement L 
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Thus, large swathes of land particularly in rainfed/semi-a 
might remain outside the realm of the larger markets and in is 
| States not having effective political stability, updated land 
| functional judiciary and other governance institutions, will also 4 
| untouched (Bihar, Assam). After all, no one wishes to invest 
politically uncertain situations. 

In some agriculturally advanced states, the dynamics | 
| situation, at least in extreme cases, might require land-consolidat 
fertile and irrigated areas. Here, the small and medium farr hi 

lease-out their lands to the larger ones and themselves become 
workers on their own land or elsewhere. A trend in this di 
already being seen: it might become more acute. | 
Such a regional skew and increased inequality might be a rea x 


political instability.” 


24.4 
Findings from a Field Meeting z 


In meetings with farmers in Maharashtra and Rajasthan, there was con ce 
pout the upper hand of agri-businesses and big retailers in negotiati ons. 

if they do not agree with the companies, there is no p ac 
since other options would be closed for them. Also, even 
ent buyers show interest, the corporate lawyers may car 
against the corporate interests...there might be lega 


ce and state was intimidating. 
haa also not sure whether the corporates will have diffe 
s for large and smal! farmers, citing lower productivity/cost ) 
rement from the latter. Overall, there was a lot of apprehensiol 

~ abou legal documentation and the fine print therein. \ 
Finally, a general point was stated by all farmers, large and small, and 

all crops: that economic entities other than farmers are the price-mak 
(they fix prices for farm produce), while farmers are price-takers (i.e 
others set the price for them, through auction or otherwise). ; 
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For non-farm products, the situation is the other way around. This, he} 
felt was an unequal relationship. 


Fieldwork done in Bharatpur, Rajasthan and Marathwada, Maharashtra 


Experiences from across the world have shown that corporatis. 
of agriculture, contrary to improving farm incomes, has often deprt 
them. Some countries in Africa and Latin America suffered a sé 
food crisis in the 1970s due to the corporatisation of agriculture. ‘ 
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iment goes as follows: To earn profits, farmers may begin/have to 
such crops where they experience more global demand articulated 
ugh the corporates. This shift may bring basic foodgrain shortage 
lly, leading to higher prices of staple food for the “net foodpurchasing 


ty and Cropping Pattern 

A notable part of the land area is under crops that are regulated 
ough the Mandi- MSP process, especially in lands owned by large 
mers in green revolution areas. This is so even if such a practice is 
ogically undesirable. Thus, there is excess production of wheat, paddy 
d sugarcane, less of pulses and such crops, although the demand for 
¢ latter is now high due to changing consumer preferences, increased 
omes and partly, aging of the society. The surplus of wheat and rice 
s up in the stocks of the FCI. Will the farmers—who number in 
lions—be able to adjust to alternative crops and cropping patterns 
on enough to avoid falling into a situation of glut and crashing prices 
MSP-System fades out, or will they pressurise governments and 
mtinue with ecologically harmful practices? 

_ The situation has other complications. The supply of some crops 
itically depends on the soil type, season (many pulses grow only in 
ie Kharif season, while some like gram (chick pea) in Rabi, and Tur, an 
month crop, grows across two seasons), irrigation, region, and many 
her agronomic factors. It is not necessary that the demand and supply 
fill match. To match short-term price hikes or shortages, governments 
ve been seen to resort to imports, a step detrimental to a major shift 
the cropping pattern. 

Another example is meaningful to quote here. As of now, there is a 
demand for pulses while farmers are increasingly growing cereals. A 
roup of farmers in central India (Rajasthan-UP-MP border) were asked 
vhether they can shift the cropping pattern to pulses from wheat. They 
tated that some 30-35 years back their lands could provide good yields 
Mf pulses and gram (chick pea), but now after intensive use of fertilisers 
br wheat for several years, the lands do not provide the same yields of 
ses or even gram (chick pea), since the soil quality and composition 
lave undergone a change. A talk with agronomic experts suggested that 
vith regular application of chemical fertilisers the soil has hardened and 
the oxygen-retaining capacity of the soil is diminished; consequently, 
the soil does not effectively support pulses. Can they switch back? The 
farmers and scientists were apprehensive and rightly so, since they, 
more than anyone outside are aware of the limitations of the soils. 
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| regu tiOr is fully done away with for all crops, 
. Ur i0r ‘government (in 2020) has promised that the minimum 
rt price (MSP) regime is here to stay, and that the new pieces of 
ation are aimed at increasing the incomes of farmers. But many 
ling the CPI-(M)- affiliated All India Kisan Sabha believe that a 
x role for corporate buyers of crops will result in a raw deal for 
‘jally the smaller farmers. This feeling can only be mollified if a 
sn statement is made about a floor price for all crops. If MSP 
ll crops is not an option, alternative measures that guarantee a 
nt income for farmers, through gradually introducing alternative 
‘regimes, investments, incentives and technological innovations, 
noting farming-systems approaches and lot more, need putting 
lace. These approaches require to be location-specific, gradual and 
ugh a representative participation. 


id Security and Food Export 


_ Any law must ensure food to the people first. 

People consume wheat, rice, coarse grains, pulses, etc. The poor 
sume more of coarse grains, pulses and onion. In the event of 
‘ming for value addition and/or contract farming establishing a firm 
ting, the cost of food will increase. Surely, on aggregate, the food- 
lling farmers will gain, but the net food-buying persons—manual 
sourers and other low-earning people in the non-farm sectors—will 
ave to buy expensive food. Since India is a labour-surplus country with 
he poor grouped towards the bottom, the wages of unskilled workers 
ise rather slowly even if the economy grows rapidly. The situation of 
unger and food insecurity thus might become worse. Qu’ils mangent 
le la brioche.*” Translated: “If they do not have bread, give them 
akes...” said Marie Antoinette, the Queen of France during the French 
svolution in 1789. She was beheaded, but coming to the 21st Century, 
situation of the poor being hungry in the midst of plenty but expensive 
90d should never be permitted to happen. 

Food security is a serious issue and requires to be kept on top priority 
n any country. This is particularly so since agriculture takes quite a while 
> adjust to new situations. Both, technological improvements and 
ice (i.e., profitability) require being considered while planning for the 


gricultural sector. 
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At least the first law enacted in 2020 is one that would want farmers 
row what the market wants and in maximal quantity. This is alright 
der normal conditions but in areas where the groundwater levels 
» gone deep and the areas have been declared “grey zones”, there is 
ilemm. . The government has put a ban on sinking wells/borewells 
such zones; yet, the market demand requires water. The government 
juires making appropriate investments in root-zone and sprinkler 
gation methods for the farmers to continue with irrigation and yet 
water. 
final word: A vastly diverse country and multiple agro-climatic 
nes, demographic pressures and land management systems cannot be 
ned by a “one size fit all shock solutions”. There is a need to establish 
wion-specific transitions to move towards newer platforms, like a term 
n to gradually shift the cropping pattern from paddy to other crops 
Punjab-Haryana or from Sugarcane to other crops in Maharashtra. A 
ical example is of government offering compensations to farmers for 
amediate losses (for not growing paddy), against a target of shifting say 
-7 per cent of land away from paddy to other crops each season. In any 
slution, farmers must be ensured a guaranteed price for whatever crop 


y grow. 
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Notes 

_ The Government of India set up a committee in 2016 for formulating guidelines to double 

farmers’ incomes by 2020, popularly known as the Ashok Dalwai Comvuttee (Government of 

India 2017). Its reports propose an elaborate marketing set up from local markets in rural 

areas to secondary and higher markets including exports (see, Volumes 4 and 14). 

F 2. One of the best expositions of the new laws is provided in Ramesh Chand (2020). 

3. The extensive writings of Gulati could be seen in Ashok Gulati - Wikipedia (accessed Dec 1, 
2020) 

4. See, Government of India (1976), Reports of the National Commission of Agriculture, 
Ministry of Agriculture (Government of India 1976). See also, Harsh Aditya hetps-//www. 
economicsdiscussion.net/india/foodproblem/food-problem -in-india-with-measures/21604 
(accessed Dec 1, 2020) 

5. For example, the paper does not deal with fertiliser subsidies reducing soil fertility; demise 
of the extension services; institutional credit being only providing for the medium and large 
farmers; and the like. Without action on these, India’s agriculture cannot match China's or 
those of other east Asian economies. See, Singh AK and S Mehrotra (Eds.) (2014). 

6. Market opening of the Education Sector was done earlier, making it more expensive and 
diluted in quality. 

7. See, hetps://thecsrjournal in/food-wastage-in-india-a-serious-concern/#:~-text=According% 20to% 
20the%&20United%20Nations &20Development %20Programme%2C%20up, the% 20same%20 
fate%20and%20never% 20reaches%20the K20needy (accessed Dec 1, 2020) 


8. Data source: https://www._livemint.com/ (accessed Dec 1, 2020) 


REFORMS - ACHARYA and MEHROTRA 


WER Rees eee ees 


a step further: He argues that traders outside the Mandis might not 
h the ad of not paying the market fees to the farmers fully or even partially. 
eee hess traders in and out of the Mandis form a cartel to drive down prices 
farmers. See, https://theprint.in/opinion/what-economists-like-ashok-gulati-still- 
turein-india/S513848/?amp; and Site: Farmers’ apprehensions 
To belinda, terms of procurement under new laws need to be addressed | The Indian 
ss (accessed Dec 1, 2020) 
Das writes that there is already a fall of 40% fall in Mandi transactions since June 
0 until mow, meaning November 2020 (Don't Kill the 2nd Green Revolution, Times of 
Dec. 3, 2020) 


rage time for reaching a judgement in a law court is India is estimated at 4-6 years. This 
y to change anytime soon irrespective of pronouncements. 

fe as it is, the Ashok Dalwai Committee report seems relatively silent of issues of 

for small and marginal farmers, especially in backward and rainfed areas. 

George S (1986, 1990); and publications of, Institute for Food and Development 

USA (Website: Food First).(accessed Dec 1, 2020) 

3 No. 62, Standing Committee on Agriculture, 2019-20: Action Taken by the 
yvernment on the Report, Agriculture Marketing and Role of Weekly Grameen Haats, 
y-//164.100.47.193/Isscommitte/Agriculture/16_Agriculture_62 pdf 

e, PRS Legislative Research (2020). 

ec. http-//agricoop.gov.in/sites/default/files/Agri_Ministers_Conference pptx 

urce: The Farmers’ Produce, Trade and Commerce (Promotion and Facilitation Bill 2020), at 

www. prsinha.billtrack/farmers-produce-trade and-commerce-promotion-facilitation-and 

tation-bill-2020; and Report No. 8, Standing Committee on Agriculture, 2019-20: Action 

n by the Government on the Report, Agriculture Marketing and Role of Weekly Grameen 

http://164.100.47.193/Isscommitte/Agriculture/17_Agriculture 8 pdf (accessed Dec 1, 

? 0) 

n-Jacques Rousseau, the famous French Philosopher, recalled that “At length, | remembered 

= last resort of a great princess who, when told that the peasants had no bread, replied: 

» let them eat brioches.” See, https://silo.pub/liberty-the-lives-and-times-of-six-women-in- 

ary-france-ps.html 

present law says that land cannot be sold or bargained away, but if violations in contracts 

: . the law could be relaxed or tweaked, or local forces might just create conditions 
seal farmers to give up their lands. The example of Pepsi getting into litigation against 
mers over type/quality of the product is a case in point (see, PepsiCo sues small farmers in 
dia over type of potato for Lays chips the food giant claims to own rights to - CBS News) 
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Industry, Services, Infrastructure and 
Financial Sector 
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Industrial Development and 
Policies since Independence 


DUSTRY holds a prominent position in the Indian economy, 
counting for 31 per cent of GDP, on average, during FY12 and FY21 
id employing over 12.1 crore people. The sector’s relevance can be 
ified through various direct and indirect linkages with other sectors, 
ributing to economic growth and employment. First, it ensures that 
production can accommodate domestic demand and reduces 
reliance on imports, thereby assisting in the improvement of trade 
current account balances. Second, industrial growth has multiplier 
ts, which translates into employment growth. Some industries, such 
xtiles and construction, have high employment elasticities. Third, 
growth spurs growth in services sectors such as banking, 
irance, logistics, etc. 

Part V (chapters 25 to 32) is devoted to industry, services, 
» and financial sector. Chapters 25 to 29 provide a detailed 
s of industrial development and policies since independence. 
25 (Ed. notes) cover a wide ground starting with the extent and 
n of industrialisation during the British rule, industrial scene at 
ndence, the developments that followed after independence— 
‘industrial control regime followed by policy regime in the 1990s, 
‘new economic policy, opening up to foreign investment, public 
or reforms and privatisation and finally, how COVID-19 Pandemic 
adversely impacted the industrial output as majority of the 
establishments were not operating from the end of March 
20 due to preventive measures and nationwide lockdown by the 
ernment to contain spread of COVID-19. R. Nagaraj (ch. 26) has 
lysed how manufacturing and employment has been adversely 
ted by COVID-19 pandemic and the economic lockdown and how 
vive manufacturing and employment. Jayan Jose Thomas (ch. 27) 
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rmance of the Industrial Licensing System 
ntil the recent industrial and trade policy reforms, the 
, ishment and Operation of an industrial enterprise in India 
red approvals from the Central government at almost every step 
-aranjape, 1988). Before making an investment, an entrepreneur 
9 first obtain approval in principle from the Ministry of Industry. 
ranting of this approval resulted in the issuance of a Lol (Letter of 
it). Armed with this Lol, the entrepreneur could then tie up other 
ments for setting up the project. If he needed to import a capital 
he had to obtain a capital goods import licence from the Chief 
‘oller of Imports & Exports (CCI&E) in the Ministry of Commerce. 
approval for the import, however, was given by a committee set 
i the Ministry of Industry. If there was also need for a foreign 
plogy collaboration agreement, the entrepreneur had to obtain a 
fic approval for this (a foreign collaboration—FC approval) from a 
nittee chaired by the Finance Secretary but serviced by the Ministry 
idustry. In order to raise funds for the project, if an entrepreneur 
ited to go to the capital market, he needed separate approval from 
Controller of Capital Issues in the Ministry of Finance. For imports 
material and components, separate licences had to be obtained 
in annual basis from the CCI&E. In each case, an ‘essentiality’ and 
genous non-availability clearance had to be given by the technical 
g of the Ministry of Industry (the Directorate General of Technical 
elopment—-DGTD). Once everything was tied up and the unit was 
ut to go into production, the entrepreneur had to go back to the 
n: stry of Industry for an ‘Industrial Licence’ 
In addition to these approvals, since the enactment of the 
mopolies and Restrictive Trade Practices (MRTP) Act in 1969, the 
Ms covered under this needed to obtain separate MRTP clearances 
m the Department of Company Affairs. Further, resulting from the 
Sire to promote SSI (small-scale industries), 836 items have been 
lerved for production in small-scale enterprises. Since 1956, there has 
» been a list of industries reserved for exclusive production in the 
blic sector. Since 1977, there has also been a ban on the location of 
stries in the largest 20-30 cities. In 1988, this ban was extended to 
dude municipal areas of all towns and cities and to specified areas of 
fuence around the largest 21 cities. 
_ That this system was unsuited for directing investments has 
ten well understood since the early 1960s. The most comprehensive 
cription, evaluation and indictment of this system is that by 
hagwati and Desai (1970). The government appointed one committee 
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after another in the 19608 to examine the industrial licensing 
(the Swaminathan Committee, 1964; the Mahalanobis Committ 
1964, the Hazari Report, 1967, the Dutt Committee Report, 1969, aj 
the Administrative Reform Commission, 1969), Despite the findings 
most of these early committees, that the licensing mechanism was me 
serving its purpose of channelising investments into desired dir 
there seems to have been a continuing inability of the government, « 
recently, to bring any substantative changes to the industrial | 
system. 

It seems the promotion of a sheltered home market had a com 
appeal to the bureaucratic authoritarian state, urban manufacturers am 
multinationals that supplied technology and capital. Protection 
met the state's objectives pursuing revenue and expenditure maximisiny 
activities through maximum revenue tariffs and export tariffs. 

Thus, the interests of politicians, bureaucrats, multinationals, a 
well as domestic industrial houses all coincided to keep Indian indust 
tered through the operation of the industrial control system. : 
i@ stagnation of Indian industrial production between the mid 
lip to the late 1970s induced some serious new thinking. Te | 
f the 1970s and by the early 1980s, there emerged a growing 
) industry was exhibiting a slowdown in industri: ! 
productivity, high costs, low quality of produc 
blogy (Ahluwalia, 1985). Three important commi 
the early 1980s: the Abid Hussain Committee on 
fasimham Committee on the shift from physical to 
i the Sengupta Committee on the public sector. These 
Clearly recommended an easing up of trade policy, the 
a of physical and quantitative controls by fiscal and other 
‘Macroeconomic management, the promotion of greater public 
F autonomy in business and operating decisions and the need for 
for enhancing productivity efficiency and modernisation. 
a result of such thinking was that there was some progress in 
Ne process of deregulation during the 1980s, though perhaps not 
8 si mificant as is often believed. Two kinds of delicensing activity” 
) ok place. First, 32 groups of industries were delicensed without 
iny investment limit. Second, in 1988, all industries were exempted. 


ar 


on licensing except for a specified negative list of 26 industries. 
exemption from licensing was, however, subject to investment | 
nd location limitations. As has often been done in the past, this 
announcement also contained further restrictions which reduced 


‘Significantly the effectiveness of exemption from licensing that was” 
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vided in this announcement. On the trade policy front, the key 

age was increasing access of exporters to inputs at international 

ices. However, it seems that tariff protection to industry increased 

ee antly during the 1980s relative to previous decades. 

: While the industrial licensing system underwent some changes in 
of threshold levels and types of products, it formed an essential 


rt of government policy until the end of the 1980s. 


e Policy Regime in the 1990s 


_ A process of reflection and debate on the need for a change in 
licies had been set in motion in India in the second half of the 
Os, i.e., about the same time when China was preparing for a major 
inge in policy. It is worth noting that while China went ahead with 
ill force towards market orientation and doubled its GDP (gross 
mestic product) between 1978 and 1991, India used the decade 
the 1980s for hesitant experimentation in domestic deregulation, 

ning its highly protectionist trade policy regime and keeping its 
s making public sector intact. The reform on the industrial policy 
ront, however, coincided with a sharp deterioration in the fiscal 
ounts of the government. As the Government of India’s (Gol) policies 
ame increasingly expansionary to support growing levels of current 
overnment expenditures on sharply rising interest payments, defence 
nd subsidies, the gross fiscal deficit of the government increased from 
.2 per cent of GDP in 1980-81 to 8.3 per cent by 1990-1991. 

While the reorientation of industrial and trade policies evoked a 
tter productivity response and led to substantially higher industrial 
owth in the 1980s, the deteriorating fiscal position and growing macro- 
conomic imbalances posed a serious challenge to the sustainability 
of the higher growth of the 1980s. The Gulf War of 1990 provided the 
trigger, which brought the underlying economic crisis to the force. 

The experience of the 1980s had a direct bearing on how the Gol 
responded to the crisis of 1990-91. Evidence of faster industrial growth 
and productivity in the 1980s was clear. Whether it was productivity-led 
growth or debt-led growth or a bit of both, most policy watchers agreed 
that the better industrial performance could not be sustained because of 
the growing macroeconomic imbalances during the 1980s. The nahh) 
to the crisis therefore was two-fold—more domestic i ag _ 
foreign competition and striving to attain macroeconomic Datanee. iS 
foreign trade and foreign investment, the 
‘Opening up the economy to ign A (Ahluwalia, 2006). 
Policies represented a more radical break with the past 
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onment domestically, the counterpart Trade Policy set out in the 
year, sought to improve international competitiveness subject to 
e degree of protection offered by the tariffs. The private sector was 
given a larger space to operate in-as-much as some of the areas, 
d exclusively earlier for the public sector, were now to be opened 
‘the private sector. In these areas, the public sector would have to 
apete with the private sector, even though the public sector might 
mtinue to play the dominant role in the foreseeable future. What was 
ught to be achieved was the improvement in the functioning of the 
rious entities, whether they were in the private or in the public sector. 
_ the industrial policy reforms during the 1990s were bold in doing 
y with numerous barriers to entry, e.g., removal of industrial 
sensing for investment, opening up all but a few strategic areas 
uich were earlier reserved for investment only by the pubic sector, 
paring to replace the earlier MRTP Act with a new Competition Law 
uich would regulate anti-competitive behaviour. Even on the policy 
r reservation for the small-scale sector, a beginning was made by 
res erving a number of items. However, the absence of institutional 
d legal reforms created barriers to exit. Delays in securing numerous 
fmissions from state governments and environmental clearances from 
ie Gol are also emerging as the new barriers to entry. A study by the 
orld Bank (Dollar and Goswami, 2002) has highlighted the impact 
‘these together with that of the availability of infrastructure and the 
aality of governance in determining the investment climate facing 
ifferent states in India. 
The 10 years from 1991 to 2001, therefore, marked a significant 
sition for the Indian economy from a policy regime with very 
igh rates of protection and all-pervasive quantitative restrictions to 
noderate rates of protection and removal of quantitative restrictions. 
ihe degree of tariff protection, however, was still higher than in most 
leveloping economies. 


ing up to Foreign Investment 


The reforms of the 1990s marked a significant break with the past 
A respect of the policy towards foreign investment. From a policy 
vhich was restrictive and selective and supported mainly technology 
ansfers, foreign investment policy in the 1990s became more open 
hd more proactive as the rules were liberalised over time with a view 
only to gain better access to technology but also Fo build strategic 
ces to penetrate world markets. Besides enlarging the scope for 
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control activity with Government determining who should produce what, 

whe and how much and also what technology they should use. The 
roadmap for the Twelfth Plan and beyond can definitely not be a return 

to this type of planning. 

According to the Twelfth Plan document, in order to create a 
digm shift in the manufacturing sector, it is essential to consider 
ob ectives over a longer time frame, such as 15 years. The National 
jufacturing Policy, which was introduced in 2011, states these 
tives and these are the underlying objectives that the Plan aims to 
eve as well. These objectives are: 

|. Increase manufacturing sector growth to 12-14 per cent over 
__ the medium term to make it the engine of growth for the 
economy. The 2-4 per cent differential over the medium term 
growth rate of the overall economy will enable manufacturing 
to contribute at least 25 per cent of the national GDP by 2025. 
Increase the rate of job creation in manufacturing to create 100 
million additional jobs by 2025. Emphasis should be given to 
creation of appropriate skill sets among the rural migrant and 
urban poor to make growth inclusive. 

Increase ‘depth’ in manufacturing, with focus on the level 
of domestic value addition, to address the national strategic 
requirements. 

Enhance global competitiveness of Indian manufacturing 
_ through appropriate policy support. 

. Ensure sustainability of growth, particularly with regard to the 
environment. 

The government has taken several measures to accelerate the growth 
he industrial sector so as to strengthen and sustain the momentum 
onomic growth. These are primarily focused on simplification and 
onalisation of procedures and processes for boosting investment, 
pting a more open FD! (Foreign Direct Investment) policy and 
sures for creating a conducive business environment. 

Some of the recent reforms are: reducing the list of industries that 
 considered—defence industries—requiring industrial licence; 
4 mendments in FDI policy which include allowing FDI in defence 
10 49 per cent, in railway infrastructure up to 100 per cent and in 
i ance and pension sector up to 49 per cent. The investment 
it requiring prior permission from the FIPB/Cabinet Committee 
‘conomic Affairs has been increased from R1200 crore to R3000 
» The definition of investment by NRI (non resident Indians), PIO 
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strialisatic strategy was evolved as part of the development 
& process. The First Five Year Plan, 1951-1956, however, 
‘primacy to agriculture, irrigation and infrastructure. Compared 
oes era, growth performance, overall and in 
F) sector, was indeed impressive. The strategy in the Second Plan 
-1961) based on the celebrated Mahalanobis model emphasised 
‘Industry and public sector dominance. Against a background 
pessimism, 1S] (import substitution industrialisation) 
y was pursued. The foreign exchange crisis in 1957 prompted re- 
ition of exchange controls. As a consequence of border wars with 
1962, with Pakistan in 1965 and 1966, development planning 
d a setback. Average annual growth rate during the Third Plan 
-1966) was 2.8 per cent compared to 4.3 per cent in the Second 
He ever, the industry sector maintained the growth rate of over 
cent (Acharya et al., 2006, table 3.16). The 1966 devaluation- 
alisation episode proved unsuccessful and at the end of this 
yeriod, the anti- -foreign trade pro-import substitution bias got 
nched. Rather than shift to outward oriented policies and exploit 
xport potential of labour-intensive produc ts, as South Korea did 
€ early 1960s, India extended import substitution to a diverse set 
OC including machinery, Entry barriers in the form of industrial 
tment licensing policy came in the way of domestic competition, 
a result, efficiency gains from competition could not be reaped. 
g to careful analysts (e.g., Panagariya, 2008), this was a colossal 
y mistake responsible for the lack luster performance of Indian 
afacturing in the second phase 1967-1980 (Krishna, 2015), 


Table 25.2 
Annual Average Growth Rates of GDP and Major Sectors 


1900-01 1930-31 1951-52 1967-68 1981-82 1991-92 2001-02 
to to to to to to to 
1929-30 1946-47 1966-67 1980-81 1990-91 2000-01 2010-11 


0.5 0.2 18 3.3 35 2.7 2.9 
0.9 1.2 6.3 4.1 han 5.7 78 
16 L.7 48 43 6.8 7.6 9.4 
0.8 0.8 3.4 3.8 5.6 5.6 7.9 
0.4 0.5 1.4 LS 3.4 3.7 6.2 


me: Acharya et al. (2006, table 6) and Krishna (2012, Table 1) 
Sources: Sivasubramonian (2000) and Central Statistical Organisation (2001) and EPW (2011) 
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Arising from Government Policies 
t Business Environment 


a ranked 134 out of the 189 countries in the World Bank’s Ease 
Business survey in 2014, a deterioration from the rank of 131 in 
Ov ver, the 2021 World Bank Report shows improvement to 63 
Ls J countries in 2021 and in 2022 in EoDB (ease of doing business) 
ovec upwards to 63" position (Economic Survey 2021-22). 


a) 
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Figure 25.1 


_ Leads and Laggards in Ease of Doing Business in overall 
Ranking and Score (EoDB 2019) 
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a 8 represent the overall score in EoDB-2019 and the numbers at the top 
in BoDB-2019. 

vey calculations based on EoDB data 
C0 Survey 2023. 


of bar represent the 


is | 
* 


Deployment Rigidities 

r industry has suffered in the past as well as presently on 
of militant and competitive trade unionism and a plethora 
rr legislation on the other. Although, in recent years militant 
a has ostensibly weakened, nevertheless, it is still present in 
Miintria centres and its infrequent but violent demonstration 
" ss foreign investors and induces others to keep employment 
Mimum. India has nearly 50 laws, either at the central or state 
t in one way or the other affect labour conditions in India. 
nth hardly any enterprise can claim to be in total compliance 
1 gal provisions governing labour conditions. It would not 
f to say that this dysfunctional legal framework is perhaps 


3 ; 
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ing times and large volume of eoltaeerel demanded by banks. The 
preferred to secure credit from the informal markets at higher 
but with less onerous conditions that did not leave them personally 
able. This defeats the avowed aim of the government's selective 


it control policy that requires banks to earmark 10 per cent of their 
it to SMEs. 


Table 25.7 
Growth and Share of Industrial Components 
(in %) 
Growth in Per cent Real GVA Real GVA Share in 


H1:FY23 H2-FY23 Growth in Growthin Total GVA 
(Estimated) FY23 over FY23 over FY23 


FY22 FY20 
3.7 45 41 ay 11.1 30.0 
& quarrying 2.2 2.6 2.4 4.4 ao 
uring 0.1 3.0 16 11.0 17.3 
tricity, gas, water 10.0 73 9.0 13.0 2.3 
ply & other utility 
ction iL5 73 9.1 12.8 8.1 
GVA 9.0 47 6.7 98 


Data for FY23 presents the Pirst Advance Estimates 
lurce: National Statistical Office (NSO), Ministry of Statistics and Programme Lmplementa- 

n (MoSP1) 
Industrial production is a means to increase industrial income 
the country. As measured by industrial GVA, growth in industrial 
come has kept pace with overall GVA growth in the economy since 
pre-pandemic year of FY20. Manufacturing GVA, which contributes 
than 50 per cent of industrial GVA, has grown at an even higher 
ite when compared to overall GVA. In FY23, the Industry sector 
itnessed modest growth of 4.1 per cent compared to the strong growth 
10.3 per cent in FY22. This is likely on account of input cost-push 
ssures, supply chain disruptions and the China lockdown impacting 
: availability of essential inputs and slowing the global economy. The 
g away of the base effect must have also weighed on growth in 
3. On a positive note, estimates of H2:FY23 shows improvement 
overall industrial growth, especially in the manufacturing sector, 
oth yearly and sequentially. Easing input prices and conducive demand 
onditions will support growth, ceteris paribus (Economic Survey 2022- 
B, ch. 9). 
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tional manufacturing policy (NMP) in 2011 which set the 
of creating 100 million jobs in aggregate, boosting the share of 
icturing to 25 per cent of GDP. The Modi government promoted 
i the sense of urgency in making them through the “Make in 
initiative. This target was later revised to 2025. Although “Make 
| Campaign attracted a lot of attention both in India and abroad, 
# manufacturing value added as a per cent of GDP was only 13.6 
9, the third lowest share since 1960. In fact, the share has never 
ed 18 per cent between 1960 and 2019. 


! mall and Medium Enterprises 


ME sector has emerged as a highly vibrant and dynamic sector 
Indian economy over the last few decades. With more than 6 crores 
s the sector has been the backbone of the economy and plays a 
tole in employment generation and in contribution to GDP. The 
employs more than 11 crores people, contributes roughly 30 per 
5 the GDP, and contributes half of the country’s exports helping 
ding a stronger and a self-reliant India. Within the MSME sector, 
sa significant concentration of micro enterprises, both in terms 
‘KINg enterprises and employment. There are over 6,000 products 
g from traditional to high-tech items manufactured by the MSMEs. 
ctor also covers the enterprises established in khadi and village 
ries and coir sector. 

icro, Small & Medium Enterprises (MSMEs) contribute significantly 
"economic and social development of the country by fostering 
pbreneurship and by generating employment opportunities. The 
importance of MSMEs can be gauged from the fact that the share 
IME GVA in total GVA (current prices) for 2019-20 was 33.08 per 


government has taken several initiatives to nurture and 
ste the MSMEs. The revision in the definition of MSMEs brought 
f, 1st July, 2020 as part of the AtmaNirbhar Bharat package 
Ried a composite-criteria of investment and annual turnover- 
lentical limits for manufacturing and services sector (Table 25.8). 
ndified definition of MSMEs will facilitate expansion and growth 
resulting economies of scale can enhance 
Es losing out on several government 
port, export promotion, preferential 
d incentives through the Micro 
t Programme (MSE-CDP), Prime 
(PMEGP) and Scheme of 


‘se enterprises. The 
ctivity without the MSM 
Hives including market sup 
rement in the public sector an 

sterprises-Cluster Developmen 
Employment Generation Programme 
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tions of Ministry. As on 16.01.2022, 42,304 grievances have been 
i, out of which 41,965 (99.1%) grievances have been replied. 

e key features of the portal include: 

_ Information dissemination: Regular updates on recent 
development in MSME sector. 

With a view to resolve the grievances in a fast track manner, all 
Nationalised Banks, a good number of Private/Regional Rural 
_ Banks, State Financial Corporations, Central Government 

a Ministries/Departments, State Governments and CPSEs have 
__ been onboarded on the portal. 


_ Scheme/Programme wise mapping of officials of the Ministry 
_ for fast track responses of grievances. 

__ Integration with various portals such as MSME Samadhaan, 
_ Udyam Registration, CPGRAM etc. 

ne MSEs are, however, more than just GDP earners; they are 
uments of inclusive growth which touch upon the lives of the 
‘vulnerable, the most marginalised—women, Muslims, SCs and 
-and the most skilled. Being the largest source of employment 
agriculture, the MSE sector in India enables 650 lakh men, women 
children living in urban slums, upcoming towns, remote villages 
isolated hamlets to use indigenous knowledge, cultural wisdom, 
rous hands and entrepreneurial skills for the sustenance of their 
F d livelihoods (Planning Commission, 2008). 


‘of SMEs in Global Economy: Internationa! Scenario 


Norldwide, MSMEs have been recognised as engines of economic 
fhe overall contribution of small firms—formal and informal—to 
GDP and employment remain about the same across low, middle 
high-income group countries. As income increases, the share of the 
rmal sector decreases and that of the formal SME sector increases. 
razil, MSEs represent 20 per cent of the total GDP. Of the country’s 
million registered businesses, 96.8 per cent are MSEs and—along 
) the other 9.5 million informal enterprises—they employ 59 per 
- of the economically active population. SMEs comprise over 90 per 
t of all industrial units in Bangladesh contributing between 80 per 
nd 85 per cent of the industrial employment and 23 per cent of 
civilian employment. They contribute three-quarters of the 
ehold income in both the urban and the rural areas. In Japan, SMEs 
loy more than 70 per cent of the wage earners, contributing over 55 
‘cent of value added in the manufacturing sector. 
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MSEs often act as ancillary industries for LSIs (low scale industries) 
fiding them with raw materials, vital components and backward 
ages. For instance, large cycle manufacturers of Ludhiana rely 
vily on the small MSEs of Malerkotla which produce cycle parts. 
s also promote ecofriendly growth, especially in difficult terrains 
the ecologically sensitive areas. In large tracts of barren desert land 
mer and Kutch, in the scattered dhanis of Udaipur, in the hilly 
of J&K, Ladakh, Himachal and the North-east, in the tribal 
erlands of central India, they are the only source of livelihood. 


Z Growth Inclusive 


e MSE sector is a microcosm of all vulnerabilities—it touches 
a the lives of women, children, minorities, SCs and STs in the 
iges, in the urban slums and in the deprived pockets of flourishing 
and cities. For many families, it is the only source of livelihood. 
“others, it supplements the family income. Thus, instead of taking a 
f e approach, this sector seeks to empower people to break the cycle 
overty and deprivation. It focuses on people's skills and agency 

The Twelfth Plan has listed the following as the objectives for the 
E sector: 

. Promoting competitiveness and productivity in the MSME 
space, 

Making the MSME sector innovative, improv ing Les hnology and 
depth. 

Enabling environment for promotion and development of 
MSMEs. 

4. Strong presence in exports 

5. Improved managerial processes in MSMEs 


ius and Key Challenges 


There are some inherent challenges faced by the sector which have 
ong impact on its growth. These relate to: (i) availability of credit 
a institutional finance, (ii) outdated technology and innovation, 
need for skill development and training, (iv) inadequate industrial 
Wastructure, and (v) marketing and procurement. 

State governments are formulating and implementing heterogeneous 
is of regulations. Apart from inspections and compliances, insolvency 
isions make it difficult to restructure and rehabilitate sick and dying 
isinesses in the SMEs sector. While some states have taken steps to 
fomote case of doing business in recent years, the majority of states are 

i far from having a friendly ecosystem for small businesses. 
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Il and Medium Enterprises (MSMEs) 
Recovery from Pandemic 


ile the contribution of the MSME sector to overall GVA rose 
).3 per cent in FY 2018 to 30.5 per cent in FY 2020, the economic 
of the pandemic caused the sector’s share to fall to 26.8 per cent 
1021. MSME contribution to the manufacturing sector’s GVA also 
al fell to 36.0 per cent in FY 2021. 

t government has also initiated the ‘Raising and Accelerating 
Performance’ scheme (RAMP) in FY 2023. The World Bank- 
tec scheme aims at strengthening institutions and governance at 
itre and State, improving Centre-State linkages and partnerships 
proving access of MSMEs to market and credit, technology 
tion and addressing issues of delayed payments and greening 
Es. The RAMP programme will be implemented over a period of 
irs. The total outlay for the scheme is %6,062.4 crore. out of which 
ore would be a loan from the World Bank, and the Government 
i would fund the remaining %2312.4 crore 


a 
‘2a 


btor 
¢ eclared social objective of the Indian development strategy 
nc pendence has been growth with social justice which was 
rc be achieved within the democratic political framework and for 
idia adopted the concept of mixed economy. The expansion of 


lic sector was considered to be a major instrument with which 
>in a mixed economy operating under the democratic framework 
fence the pace as well as the composition of economic activity 
iew to pursuing the social objective. However, a large part of the 
l¢ activity will remain market based, decentralised in nature and 
iv ite sector, 


»nale 

Ndia, the rationale for the public sector has been explicit or 
ir all plan documents as well as policy statements, although the 
s has changed in degrees depending upon the constraints faced 
merg ng major issues of the time. 

sin the context of the Mahalanobis strategy that the approach 
ab ic sector got further crystallised. The long-term growth 
wn in an import-substitution dominated strategy required that 
oe capacity creation be biased in the direction of producing 
ih 6, produce more capital goods. According to (late) Prof. 


vedo 
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a re of public sector gross value added, 12-13 per cent of GDP, 

fe NDEs (non-departmental enterprises), producing many 
0 ids and services, but mainly from utilities and infrastructure, 

id operated by the Central, State and Local governments. NDEs 
ee ented into: (i) financial enterprises that are part 
incial sector (including the RBI), and (ii) the non-financial 
' 8, which account for much of the growth in public sector 
ing the last half century. 


ce of Central Public Sector Undertakings 


CPSE (Central Public Sector Enterprises) have played a 
/ t role i in India’s growth process. As of January 15, 2021, based 
sional information with Department of Public Enterprises, there 
a PSEs as of March 2020. Of these, 256 are in operation, but only 
Bs booked profit during FY20. The total profit of profit-making 
§ 1.38 lakh crores in FY20, whereas the consolidated loss of 
g enterprises was £44,816 crores. The overall net profit of the 
eclined by 34.6 per cent to reach 793,295 crore in FY20 from 
fh crore in FY19. CPSEs are operating in 4 sectors—Agriculture, 
¢ Exploration, Manufacturing, and Services 

ublic sector enterprise policy enunciated by the Government 
mber 2020, spells a complete change in paradigm as compared 
y of import substitution and selfsufficiency which became 
of the Mahalanobis Plan in 1956. However, the inherent 
acies leading to low productivity in the PSEs, high-cost structure 
med public finances led the Gol to privatize the PSUs after 1991. 
fan the journey of privatisation/ disinvestment in the country. 
fernment has since then taken several measures to reduce its 
in commercial activities both through the stock market route 
yugh strategic sale. This policy to withdraw has been a subject of 
yn in several economic surveys (more specifically 2000-01). 

er the aegis of the Atmanirbhar Bharat Mission, the government 
osed to rationalise the participation of the CPSEs in commercial 
. It has been argued that the existence of the CPSEs should 
a the ‘strategic sectors’. Accordingly, the number of PSEs in the 
c prector will ideally be limited to four—- others would either be 
or privatized or brought under holding companies. Further, the 
a the non-strategic sectors would be privatized as per guidelines 
his initiative is expected to bring healthy competition in sectors 
‘also assist the Government to focus extensively on ‘strategic 
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t to reorganise itself, shifting into the role of the umpire and 
— role of the player. 

im up, we need a bold and imaginative programme for 
nent and privatisation calling for restructuring of the portfolio 
intry’s ‘public capital assets’. It does not mean a retreat of the 
‘essentially a re-engineering of its portfolio of public capital 
is will help our country meet the challenges of the first half of 
sntury just like our PSUs helped the country in the second half of 
oY to overcome our industrial backwardness (Kelkar, ch. 19). 


te) Minhas (1991) which is very relevant even today. 

Gice between the public sector enterprises and private firms is not 
le either/or question. While there may be eminently good reasons 
mM oting public sector production under certain circumstances, 
heless there is no basis whatever for the doctrine of the so-called 
iding heights. The Indian economy is struggling in the deep 
98 Of inefficiency. Its deliverance from this inefficiency trap can be 
fa cilitated if both the public sector and private firms are exposed 
and more to global competition and the arbitrary bureaucratic 
ols for the regulation of entry and freedom of exit of firms are 


ntially rolled back. 


4 certainly no clear superiority of private vis-a-vis public 
5 from the standpoint of economic theory. More than 
, it would seem that the degree of competition and the 
y environment are more relevant to apse tive efficiency. The 
| evidence presents a mixed picture. As the world environment 
e = competitive, it would be necessary to put the sizeable assets of 
dn countries like India to more productive use. Ultimately, it is 
ideration that should be of relevance rather than the simplistic 
tion that the public sector is necessarily inefficient or that 
tion is an all-purpose panacea (Nayak, 2007). 


9 and Industrial Output 


of the preventive measures and announcement of nation- 
kc pwn by the Government to contain spread of COVID-19 
=, Majority of the industrial sector establishments were not 
f om the end of March, 2020 onwards. This has had an impact 
ms being produced by the establishments during the period 


a and the subsequent periods of conditional relaxations in 
eal 
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Reviving Manufacturing and Employment 


" N 2019-20, the National Accounts Statistics 2020 shows, the Indian 

economy grew at 4.2 per cent, adjusted for inflation. The growth 
rate got nearly halved in less than three years since 2016-17. 
oncurrently, the manufacturing growth rate collapsed to zero from 
5.6 per cent. If the doubts raised about the reliability of the official 
SDP have merit, the actual growth rate may be lower by 1-2 percentage 

pints.’ 

By the turn of 2020, a clear picture of the economy in distress 
merged, by piecing together the credible aggregate statistics.2 The 
onomy slowed down significantly after the boom years of 2003-08— 


he 2010s. The disputed GDP estimates, however, have mi 
atistical picture for the last decade. 

The growth slowdown has accompanied (i) an er 
the aggregate fixed investment and saving rates as pr 
GDP, and (ii) a steady deceleration in sclistons . 
vestment approvals and industrial capacity y 
12 and 2017-18, as per the Nati nal § mple 
loyment rate fell, and the c 
(in urban areas in partic 
ta personal consumption 


ie 


in rural India). 
sed for the first 


n rate, however measured, 
P deficit has also remained 
iesices as the Great Recession has 
iciiesing from inadequate aggregate 
ur a term, owing to a fall in the investments 
on of GDP. 


ey 
ail hs 


he Dream Run, as | called it—that went bust by the early ee ; 
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What has changed during the months since after the COVID-I§ 
pandemic and the economic lockdown? Uncertainties about the natia 
health and economic conditions have bogged down everyone, especialp 
the poor and unemployed. 4 

The lockdown imposed in end-March, with just four hours’ notice 
considered the world’s most severe, was indeed an economic sho ck 
The government hoped to catch the virus by its neck to minimise if 
But the sudden lockdown sharply dislocated production ang 

tion, retrenched output and employment, most acutely } 
sn-farm informal sector. With the collapse of jobs and incomes 
s lost their rented living spaces in cities. With public transpoi 
, migrant workers scrambled to get back to their villages 


g to a humanitarian crisis. 
ven after nearly six months, without work and shelter, the urbar 
r continue to suffer. Social activist Harsh Mandar’s field reports 
tify to how so many displaced workers are stuck in the fringes o| 
Delhi living under flyovers in inhumane conditions.* Emergency efforts 
are on to meet the health pandemic, with little signs of the ‘flattening > 
the curve’, nationally. With the virus spreading to industrial towns a 
villages, economic revival after ‘unlocking’ since June is restricted by th 
spread of the virus (for instance, textile weaving centres of Bhiw 1 
or Solapur). Many states and cities reimposed localised lockdowns i 
response, thus muting the economic recovery. 4 
By early September, India had the world’s second largest number 
COVID-19 positive cases, though the recovery rate now exceeds i 
thirds of the cases, and mortality rates are declining. However, he | 
professionals seem sceptical about the integrity of the official estim te 
Testing for the virus is inadequate in smaller cities and rural are 7 
Mortality numbers are reportedly from hospitals, not from crer 
and burial grounds by municipal authorities. As there is no chance 
the virus disappearing overnight, we are indeed in it for the long hal 
There are no quick fixes in sight, warranting more durable solutions. TI 
pandemic has exposed India’s long-term neglect of public health. : 
government expenditure on health as a proportion of GDP is just abol 
1.3 per cent. A recent report by Oxfam stated*: ss 
Towards the bottom of the overall health spending ranking is India, which | 

has also made cuts to its health budget (albeit small) and has fallen to third~ 
last position of this ranking. This is particularly damaging when just half of 
India’s population has access to even the most essential services, and me i 
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However, the package mostly consisted of liquidity support and ¢ 
guarantees (mostly conditional upon meeting reform criteria). Addit 
budgetary expenditure—as widely acknowledged—that would ac 
current aggregate spending is just about 1 percentage point of GDP. 
Figure 26.2, from the IMF report mentioned above, shows tha 
‘additional spending and foregone revenue’ in India is one of the le 
among the world’s major countries, and even among emerging m™ 
economies.’ India’s efforts are smaller than Vietnam's at 3.5 per ce 
GDP, as per a report of Oxford % 
Figure 26.2 & 

Country Fiscal Measures in response to the COVID-19 Pandemic ~ 

are providing sizable fiscal support through budgetary measures, as well as off-budget 


(Right scale) | 
- 


Source: IMF, 2020 


Thus, many countries have suspended fiscal deficit and f i 


targets for now. As the IMF report said:* 
The steep contraction in output and ensuing fall in revenues, 
sizable discretionary support, have led to a surge in govern: 
and deficits. [...] global public debt is expected to reach an 
exceeding 101 per cent of GDP in 2020-21—a surge of 19 
points from a year ago. Meanwhile, the average overall fiscal 4 fic 
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expected to soar to 14 per cent of GDP 


in 2020, 10 percentage points 
higher than last year. | 


Vhat to do Now? 


Our suggestions have three parts: (a) minimise the adverse health 
utcomes, and restore jobs and livelihoods; (b) double public health 
re in three years on a mission mode; and (c) revive fixed 
estment growth in industry and infrastructure. The following two 
sctions offer the details. 

The immediate tasks are to: (a) control the pandemic by sustained 
mergency public facilities in smaller towns and rural areas where the 
seems to be spreading rapidly, and (b) restore output, incomes and 
ihoods to the last year’s level by the next FY, 2021. As the domestic 
itput has contracted more than previously anticipated, another dose 
fiscal stimulus is called for, focussed on boosting public spending—a 
the IMF has also advocated. 
Allocations made in May 2020 seem to have exhausted substantially 
‘rural areas by early September, indicating the dire unemployment 
gation (as per news reports);° hence, a need to replenish resources for 
ployment generation programmes. Free food distribution and public 
tribution system (PDS) allocations perhaps need to be supplemented 
void the health pandemic turning into a hunger and nutritional 
Good kharif sowing is expectedly generating on-farm jobs, reducing 
demand for rural employment programmes and food distribution. 
there is no reason for withdrawing public action anytime soon. 
As the health pandemic is here for a while (as experts indicate), 
sovernment needs to prepare a medium-term to double 
lic health expenditure to 2.6 per cent of GDP by 2024-25. India 
haps needs a public health revolution of t he cir pth 1e advanced 
utries underwent during the late ninete nd early twentieth 
ruries to control infectious diseases, as y pta’s research 
onstrated.'® Such a strategic plan w wou estment in 
a drainage, sanitation and drinking . Since Poaitting such 
I facilities are labour-intens: ve, us! 0 1 -es would boost 
ment of unskilled labow . Jea idea of Decentralised 
p “xem ong] Tra ining. e sche me for building 
| employment guarantee 
sively tap into the special 
iItil eval funding agencies, 
ld provide low-cost budgetary 
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resources, and also offer technical assistance for augmenting fp abli 
health capabilities, which are now very poor at the state and local levels 

Beyond the restoration and rehabilitation, economic growth need 
to revive urgently. During the last decade (i.e., the 2010s), the me 
significant contributor to the economic slowdown was fixed investmel 
rate as a proportion of GDP. India’s investment rate has declined by cle 
to 10 percentage points of GDP from its peak of 38-39 per cent a 
in 2008-09, which is an unprecedented collapse. 

Export growth also fell, but net exports, as 4 Propo 
declined marginally as the oil import bill came down precipitously. Wit 
global economic contraction and the cracks in the multilateral tradi 
agreement, India cannot be hopeful about export revival anytime sor 

e large domestic market is an advantage. Atmanirbharta also calls ft 
‘sing share of local value addition by firms owned and controlled t 
in nationals. 7 
rowth should avoid—learning from the recent experien 
tion of the rural and informal economy (by indiscrimina 
tion of mining and environmental laws, as seems likely 
recent regulatory reforms). Nor should it favour crony capitalists, 
‘Bollygarchs’—to use James Crabtree's picturesque phrase to allude 
politically connected conglomerates. Moreover, India needs an ambitio} 
investment plan if the government is still serious about the PM 
aspirational target of a $5 trillion economy by 2024-25, announced la 
year. ie 
Make in India, initiated in 2014, was intended to raise t 
manufacturing sector's share in GDP to 25 per cent (from 14-15% 
the time), and creating 100 million additional jobs in the industry 
eevee Five years on, manufacturing output growth has plummeté 
g to the loss of 3.5 million jobs between 2011-12 and 2017-4 

The government frittered away its energies seeking to improve 
country's global ranking in the World Bank’s questionable index of 7 
of Doing Business.” The rank did move up impressively, but miseral 
failed to boost the industrial economy. Y, miseral 

The pandemic and the low-intensity border dispute with China FF. 

June 2020 are a rude reminder of how vulnerable India has becc 
to imports." The Make in India initiative, therefore, needs a 
reimagination. It is worth recalling how Maruti in 1982 tri 


, 


rtion of GL 


2. 
a 
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quickly developing the Bombay High offshore fields after the secom 
Shock io 1578, apicciogen toteustbalain tee ah 2 
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a eet: ay Studies of small firm clusters in manufacturing across 

ry have brought to light how the infrastructure and state 
support ” the ground level appeared frozen in times of the pre-reform 
era, despite changes in definitions and terminology. Such clusters— 
mostly producing labour-intensive goods—seem to cry out for public 
support. There are compelling examples of how some clusters had stood 
up to the global competition when reasonable government assistance 
came forward."* 

If Make in India and Atmanirbhar Bharat are about overcoming 
technological stagnation, India has to step up R&D expenditure. Here is 
a telling comparison with China. Figure 26.3 shows R&D expenditure as 
a proportion of GDP in India and China between 1996 and 2018. 


Figure 26.3 
R&D Expenditure as % of GDP, India and China 
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Source: World Bank, World Development Indicators Ske a) is a: 
Until 1999, the expenditure ratios in the ti vo countries were 
"identical, at 0.8 per cent of GDP. Over the next 20 years, for China, the 
' proportion nearly trebled . 2.2 per cent of G wr India, the ratio 


incredibly sharp after 


: NAR .. 


- declined to 0.6 per cent by « is incredibly 
the 2008 global financial crisis. Con at China’ GDP has grown 
_at a faster rate in this period, the absolute size of resources 


“invested in scientific research — 
and consistent strategy, 
= instruments for execution. 
‘to provide long-term credit, 
the commercial banks currently 
econ my has been industrialised— 
state-led industrialisation strategy 
leet it. China, despite its rhetoric of 
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globalisation and market reforms since Deng Xiaoping opened u 
the economy in 1978, never took its eyes off industrial policy 
development banks underpinning the national goals. 


Financing the Growth Plan 


The preceding suggestions appear like a wish list indeed. a 
may endorse these ideas. The challenge though is to find real, i.e., B 


ha 


inflationary, resources to finance the investments. Here are a few i¢ ; 
though detailed budgetary arithmetic is beyond the scope of the 

The private corporate sector—the engine of the Dream Run dur 
the 2000s—is not up to the task now, with mounting debt and declir 
profitability. The banking sector that fuelled the growth with copi 
credit is now neck-deep in NPAs. With a fall in forecasted GDP (repe 
earlier), borrowers’ revenue would shrink, reducing their abili’ 
service the loans, and thus further raising bank NPAs. RBI's F nal 
Stability Report, July 2020, admitted as much."* To quote: ‘Macro 
tests for credit risk indicate that the GNPA [gross NPA] ratio of all 
may increase from 8.5 per cent in March 2020 to 12.5 per cent by N 
2021 under the baseline scenario; the ratio may escalate to 14,’ 
under a very severely stressed scenario.’ ial 

To expect foreign capital to fill in the investment gap i 
thinking. To illustrate, at the peak of the boom of 2003-2008, v 
economy was ticking at close to 9 per cent annually, FDI inf 
best 2-2.5 per cent of GDP. In China, FDI inflow never exce 
cent of GDP, most of which was anyway domestic capital rc 
vie Hong Kong to secure better property rights, é Rit a 
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economics since Keynes. With little demand for credit forthcoming from 
the private sector and declining interest rates close to zero in real terms 
(known as the ‘zero lower bound’), a national development bank can be 
an instrument for mobilising capital from the market. Such resources can 
be productively used in projects with a high rate of return, such as social 
and economic infrastructure. Such investments are unlikely to ‘crowd 
E put private investment, and instead could bring in complementary 
)) private investment**—as recent experience indicates. 

q It is perhaps worth recollecting the NDA government's experience 
ir 1999-2000. Faced with a decelerating GDP growth rate and industrial 
production after the Asian Financial Crisis in 1997, the Vajpayee 
Sovernment launched two major investment projects. One was the 
olden Quadrilateral road reconstruction programme to connect metro 
fies with high-quality roads; and the second was the Pradhan Mantri 
fam Sadak Yojana to construct all-weather roads to connect villages 
d hamlets with a population of 500 people or above. These public 
estments ushered in the automobile revolution, boosting output 
1.7 Such massive labour-intensive projects offered an alternative 
Joyment opportunity for rural workers, contributing to a rise in real 
al wages—probably for a first in post-independence India. 

However, in the mainstream economic theory and popular media, 
goes against the tenets of fiscal virtue. Financial markets, 
are expe to ‘punish’ such fiscal indulgence triggering 


viaenc 
, 
® 


“ ent c crises. The 


, public expenditure could lead 
blic debt-to-GDP ratio. The 
and BoP deficit, potentially 
jing the credit rating and 


possible when aggregate demand 
y, calling for macroeconomic 
‘however, different: It is one of 

s the economy is operating below the 
‘i he» srivate sector is unable to use the 
ate rest rate due to the elevated debt burden, 
is u nlikely to pre-empt private investment. 
1 re, on the contrary, could stimulate demand 
nd thus augment output growth. Further, if 
help relieve critical supply constraints—such 
ectricity—chances of public expenditure leading 
imbalance are, in principle, remote. Hence, 
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what matters is not the expansion of public spending per se, bu 
productivity. 7 
In 2013, in the context of weak output growth in the US, de 
interest rates being close to zero, Robert Solow, the Nobel La 
writing in The New York Times, said: | 
.. in bad times like now, Treasury bonds are not squeezing finance 
investment out of the market. On the contrary, debt-financed government 
spending adds to the demand for privately produced goods and se es 
and the bonds provide a home for excess savings. When employm n 
returns to normal, we can return to debt reduction [emphasis it 
original). . 
| Beyond borrowing from the bond market, the government coul¢ 
borrow directly from the central bank (RBI in India), which is . 
as debt monetisation, or deficit financing. Operationally, it was ¢ 
known as RBI's ‘ways and means’ advance to the central goverr 
As deficit financing was reportedly the source of fiscal profliga 
inflation, the practice ended in 1997, as per a formal agreement bet 
the government and the RBI. a 
However, given the current unprecedented situation of © 
contraction, there is a case for reviving the practice, if tempora 
augment the government's resources. Extraordinary times cal) fe 
unconventional measures—just as the US Federal Reserve-c 
Quantitative Easing’ (QE) after the 2008 financial crisis. QE p 
cash to Wall Street conglomerates by buying up gove 18 
+ ae Wren the rates and induce banks to lend to the privat 
: ow, one many argue, why not extend the . 
put money in the hands of the government to boost pu Tey 
to save jobs and growth or provide UBI by puttin % 
people’s hands?*® € mone bh. 
Many countries are doing it, as the » 
For example, the UKS ring Conservative goversnent he re 
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: yield results in the medium term, when excessive state regulations are 
supposedly throttling output growth.”° In the post-COVID situation, 
as shown earlier, output growth is constrained for lack of aggregate 
demand, not of supply. Hence, the structural reforms are unlikely to 
boost output growth now. Admittedly, there are lockdown-induced 
transport and labour supply bottlenecks; they are temporary. 

The government is preoccupied with structural reforms, however. 
Most of the Atmanirbhar Bharat economic stimulus, as widely 
| acknowledged, consisted of easing supply constraints. The government 
| seems to seldom miss an opportunity to introduce structural reforms, 
, ignoring the need of the hour. For instance, at the peak of the health 
| pandemic, many state governments sought to practically do away with 
) the labour laws. Trade union federations have unanimously opposed 
the dilutions: ILO has rebuked such measures as they go against the 
ILO charter (to which India is a signatory), and the high courts have 
“dismissed many such ordinances. Ostensibly, reasons for the legal 
ges are to attract foreign investors seeking to move out of China, 
n the growing geopolitical tensions in global trade. However, what 
he state governments failed to realise is that the scrapping of the labour 
aws amid the lockdown may further reduce employment and hence 
educe aggregate demand and hurt the prospects of economic recovery. 


_ Similarly, the government also sought to eliminate misuse of bogus 
aprey by ani vi DS PRAY <i ito | the ongoing 
ihood crisis is the least opportune moment for it, as the reform 

| poten | lin access to the poor, and could 

: trait SC stepping up India’s aggregate 

(ie., imported oil) and foreign exchange. 

itraints now, with overflowing foodgrain 

per crop this year), historically low oil 


~~. 
ey 


| a ng foreign exchange reserves (by capital 


er: 
: anc lemic, and the lockdown to contain it, have made 
ficult and unpredictable, especially for the poor and 
iC absolute terms during April-June 2020 shrunk 
snt, compared to the same period the previous year. FY20 
ed ‘to end with the economy shrinking by 10.3 per cent, 
sd to the previous year, as per IMF WEO October 2020. The 
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output contraction comes on top of a prolonged economic slowdown, a 
least since 2014-15. Muddied official data, however, fails to adequate} 
capture the ground reality. Low output growth has raised UR per . 
reduced per capita consumption and increased the proportion of t 
population in absolute poverty. 4 
The post-COVID-19 economic policy should have three distin 
components: (i) quickly restoring jobs and livelihoods, (ii) implementir 
an emergency medium-term plan to double public health expenditt 
to face any eventuality of the spreading pandemic, and (iii) be 
investment demand to revive economic growth to 7-8 per cent ] 
year to create gainful employment and reduce absolute pove 
Structural reforms intended to ease supply constraints (supposed 
dysfunctional state interventions) can wait for now, as there are 
significant supply shortages in the aggregate (beyond the lockdor 
induced disruptions). 
Restoring jobs and livelihoods would call for boosting cur 
government expenditure, including massive public works program 
both in urban and rural areas, and income support. A public hei 
emergency plan can be tied up with a public works programme in u 
areas. The government could tap into emergency funds by multila 
agencies to fight the pandemic. Wi 
The task of reviving investment demand would have to 

with the public sector and its enterprises. With private corp 
sector in no position to step up investment on account of deb 
commercial banks mired in mounting NPAs, public infras ru 
investment—financed by public debt, including deficit financing ( 
to inflation)—is the only credible option now. Even to attract ’ 
investment in manufacturing—as part of the Make in India initia 
complementary infrastructure investment is necessary, c 
mostly come from the public sector. Such investments also fu cr 
signalling device for foreign capital to show the national nit 
promote manufacturing. 
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budgetary Stance. It should include public debt monetisation for a 
while, subject only to inflationary threat. With no significant supply 
constraints on the horizon, structural reforms can be set aside for now. 


Notes 
1 See Pramit Bhattacharya and Nikita Kwatra (2020). “Getting the GDP Measurement Right’, 
4 Livemint, July 27 for an up-to-date summary of the GDP estimation debate. 
2 Nagaraj, R. (2020). “Understanding India’s Economic Slowdown: Need for Concerted Action”, 
__ The India Forum, February 7. 
3. The Hindu, August 7, 2020 
. Developmer Finance International and Oxfam. (2020). Fighting Inequality in the time of 
COVID 19: The Commitment to Reducing Inequality Index, October 2020 
: (2020). World Economic Outlook Update, June, (https://www.imf-org/en/ Publications/WEO/ 
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eeonenr Growth Without Employment 
____ The Story of Indian Manufacturing 


is ict g has been the engine of modern economic growth— 
: Sritain of the 18 century or China of the 21". In India, however, 
of manufacturing has run at far less than its full speed, 
ing a diverse set of development challenges for the country. 

s is well known, India had launched an ambitious programme of 
e-led industrialization in the early 1950s. India’s efforts to build 
ntific and technological capabilities despite the poverty of its 
yulation had generated much hope then, across the developing world. 
day, however, after almost seven decades later, India’s record with 
spect to economic growth and development is clearly a mixed one. 
dia’s gross domestic product (GDP), when measured at purchasing 
ver parity (PPP), is the third largest in the world. Also, according 
the latest statistics, Indian economy is the fastest growing among 
e : of the world. Yet, it might appear paradoxical that with 


"“OnOT 


‘of its poor citizens? Part of the reason lies in the nature of 
nomi growth itself, which is largely driven by the services 


facturing in gross domestic product (GDP) was only 15 per cent 
dia compared to 30 per cent in China.* The manufacturing sector 

ploy 1 only 53.3 million or less than 12 per cent of India’s total 

orce (which numbered 462 million) in 2009-10 (Thomas 2012). 
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At the root of its developmental challenges is the slow pace ¢ 
employment generation in India. Thomas (2014) estimates the potenti 
and actual growth of non-agricultural workforce in the country be 
2004-05 and 2011-12. He finds that, given the rate of increase in Indi 
working-age population, the workforce employed in industry ai 
services in the country could have potentially grown at the rate o z 
million a year between these years. But the actual growth that occur 
was at a far slower rate: around 7 million jobs annually. Almost ha 
the net increase in non-agricultural employment between these ye 
occurred in a relatively low-wage sector: construction. The contrib 
of the manufacturing sector to the employment growth d : 
period (2004-05 to 2011-12) was particularly slow: at the rate of 
than a million jobs a year (Thomas 2014; Thomas 2015a).? - 

India’s inability to build a manufacturing sector that is large e1 
to absorb a substantial part of the country’s labour reserves is Ss! 
indeed. This is because, to begin with, manufacturing was the se 
received the highest priority during the heady days of Indian } 
As is well known, Indian development shifted ¢ ecisively fr mM a 
to a market-led path from 1991 onwards. One of th r. 
market-led economic reforms in India had been that tl 
a fillip to manufacturing employment, as it was th 
intensive industries in the country stood to 
markets. But the promises made, fi t 
years by its market-led refi | 
opportunities beli 
is to examine ite: 
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the jobless growth’ in Indian manufacturing during the 1980s. Section 
IV deals with state of Indian industry after the country began wide 


fanging economic reforms in 1991. Section V examines the major 
eesints facing Indian manufacturing, and Section VI concludes the 


— and Capital-intensive Industrialisation 


hen India became independent in 1947, there were steep 
2s facing the new nation on the economic front. India had beena 
anufacturer of handicrafts during the first half of the eighteenth 
Diefore the country was colonized by the European powers. 
: as ome came under the dominance of British imperialism 
. ce , that followed, Indian handicrafts, unable to compet 
‘ory-producec cloth from Britain, faced annihilation in expor 
: A F Bats (1976) points to the beer a 
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low rates of savings were identified as the biggest constraint a 
third-world countries in their early stages of development (like India y 
during the 1950s). Low rates of savings translate into shortage of « ap 
stock in relation to the availability of employable persons, which p 

the introduction of new technologies in the economy (Cha 
1987: 9-10). Therefore, the Second Five-Year Plan model envisa 
the allocation of larger shares of investment to capital-good prodt 


industries or to the building of machines that produce other m 
According to the plan model, such an allocation would result in af 
saving rate on the margin and a greater rate of growth of output. q 
India’s industrial policies during the early years of planning ( 
nd 1960s) accorded primary importance to the public sector ir " 
areas, especially in infrastructure building. Domestic indus S 
given protection from foreign competition mainly through trad 
tariff barriers. Investments by the private sector were su . 
wide range of controls, such as controls on the creation of pro 
capacities, on prices, and on the import of machinery. At the sa 
private entrepreneurs received financial assistance ei 
financial institutions (Chandrasekhar 1988). 
It is notable that even as India’s policy : ers e1 
revolutionary changes in the sphere of industry throu rh pets. 
of planning, the agrarian and social setting in the co 
largely untouched. Measures for land reforms y 
success in most parts of India, resulting in the coi 
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There 
i: are many ways by which a slow growing agricultural sector 


_ er Become a barrier to industrial growth. To begin with, as agriculture 
al ys the bulk of India’s working population, slow agricultural growth 
fesses the incomes of the majority. Agriculture is important as a 
| OF raw material for many industries such as textiles and food 
sing. Further, slow progress in agricultural production, especially of 
as leads to rise in inflation, experienced in particular by urban 

ad landless agricultural workers (Patnaik 1972; Mitra 1977). 


a3 


d distribution of incomes too adversely affects industrial 
inly by preventing firms from exploiting scale economies. In 
2 ig h inequalities, the demand for consumer durables and 
consumed by a few may grow fast, while the demand for 
such as textiles, will not (Chakravarty 1979). 
ekhar (1995) argued that the inability of the 

me measure of ‘discipline’ among the capitalists be 

vention in industrial development (Patnaik _ oa 
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At the same time, India’s industrial growth during the 1980s hg § 
also been described as ‘jobless.’ That is, despite the acceleration in tk “ 
rate of growth of factory-sector output, the growth of factory- | 
employment in the country had been stagnant during this de 
(see Table 27.1 and Figure 27.1). This is because the output-growth 
acceleration during the 1980s occurred along with important changes 
in the structure of the factory-sector. On the one hand was the growing 
importance of capital-intensive industries such as chemicals, petroleum 

and plastic products. On the other hand, the factory-based production, 
of cotton and jute textiles suffered steep declines, with thousands of 

‘mill workers losing jobs in Mumbai, Kolkata, Ahmedabad, and other) 
r centres. Total organised manufacturing employment in India 
eased only marginally, by 0.4 million, between 1980-81 and 1991-9255 
| comparison, there had been an addition of 2.6 million new factory, 
sbs in the country between 1969-70 and 1979-80 (Thomas 2013). 
In spite of the slow growth of factory or organised-manufacturing ~ 
employment, overall manufacturing employment in the coun y 
increased by a substantial 7.6 million during the 1980s (see Table 27.1), 
This was largely on account of the job creation in the unorgani 4 
sector. The major generators of employment during this period had bee! . 
food products, tobacco, wood products, furniture, and also chemical - 
products (Thomas 2012; Thomas 2013). Overall, the growth of none 
agricultural employment during the 1980s was relatively fast, especially 
in the rural areas. This along with poverty-reduction programmes € j 
the government such as the Integrated Rural Development Program 
(IRDP) contributed to a substantial reduction in poverty during t $ 


decade (Sen 1996). 


Studies on Labour Rigidity: A Critical Review 
A view that is widely heard in academic and policy circles is that 
slow growth of factory employment in India during the 1980s and ink é 
decades is due to the rigidity in the country’s labour market (Fallon nd 
Lucas 1993; Besley and Burgess 2004; GOI 2013, 42-9). Most acade ni 
studies have attributed labour market rigidity in India to the ndustri 
Disputes Act (IDA) 1947 and its amendments in 1972, 1976 and 98 
With the 1976 amendment, industrial establishments in India empleo i 
300 workers or more were required to obtain government per 8 
to retrench workers or close factories. The 1982 amendment nade 
to establishments employing 100 or more w rk 

there are enough grounds to contest the above asses: 

To begin with, the academic studies on labour rigidity have bass 
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alysis almost entirely on IDA. But IDA is only one among the many 
our regulations in India. More over, IDA is applicable only to a small 
it ent of India’s workforce: 5.5 per cent of all workers and 12 per cent 
os, sh «Aaa according to Pais (2008). It is also well 
per cent of India’s working population who are 
the unorganised sector are not protected by any labour regulations 
covered by social security benefits. 
Burther, scholars have questioned the methodologies used in the 
dies (referred earlier) that hold labour regulations as responsible for 
less growth (Bhattacharjea 2009). In this paper, we shall discuss some 
the methodological issues in the study by Besley and Burgess (2004), 
h is widely quoted and has influenced later academic and policy 
g in this area. Besley and Burgess (2004) (also BB, henceforth) 
assed on the amendments made to IDA—which is a central (or 
onal) legislation—in various Indian states. BB categorized Indian 
tes as ‘pro-worker’, ‘pro-employer’ or ‘neutral’ using an index they 
tructed based on their reading of the various state-level amendments 
DA. Their econometric investigations revealed that during the 1958- 
2 period, the pro-worker states experienced a relative slowdown in 
t and employment growth in the organised manufacturing sector 
and Burgess 2004). A number of later studies, which were greatly 
nced by the BB methodology, also argued that IDA was the main 
r responsible for the industrial-growth slowdown in the country. 
Jowever, according to Bhattacharjea (2009): erie 
3B misinterpreted several of the state-level IDA amendmen’ Ass: 
identical scores to minor procedural amendments and ma > i har 
n job security rules; aggregated incommensurable rO- , 
mployer amendments occurring in the same ye ir 


» a 
rT 

Oi cpe 
7 ee oa 


4 ; So s 


we. “ 
eh 


of +1 or -1 to a state for that year; 
‘these scores over time (so that a state | 
ferent years was assigned a higher 
re amendments simultaneot sh 
laws, including some w 
eR — es that attribute 
d how slow 

+. restricted to few 
employment declined 
industry in West Bengal, 
states of Maharashtra and 
4 number of structural factors 
been discussed in a later 
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section) were responsible for the decline of the organised texti “t 
industry in India. At the same time, new jobs were added in a 
large numbers during the 1980s itself in industries such as chemic 
and machinery, and in several States notably Tamil Nadu and Pur 
(172,000 and 142,000 respectively) (Thomas 2002). The argument t 
IDA discouraged employers from hiring more factory workers flies 
face of such evidence. a 
Analyses of industrial relations in Maharashtra and Gujarat indi 
that the governments in these States had largely been unsympath 
to the workers’ concerns. It is well documented that in the 18- no 
long strike in the Mumbai cotton textile industry during 1982-83, : 
lihoods (Chandavarkar 2 
" Breman 2004). Nevertheless, Besley and Burgess (2004), questions 
classified Maharashtra and Gujarat along with West Bengal and Or 
as ‘pro-worker’ states based on the criteria they evolved in their st 
In fact, the eventual conclusion made by Besley and Burgess ) 
that employment growth slowed down in the pro-worker states f r 
crucially on the ‘pro-worker’ labels attached to Maharashtra and Guj 
(as they are two of the three States which suffered significant job 0 
in the factory sector during the period covered by the BB study). 


Table 27.1 
Net Increase in Manufacturing Employment in India, in ‘000 nu 


_Period eae Organised Sector Unorgunised sector Total Man 
1982-83 to 1993-94 569 “7021 7590 
1998-94 to 2004-05 629 12553 13182 % 
2004-05 to 2011-12 4005° 1090 5095 


Notes and Sources: * Refers to the period 2004-05 to 2010-11. Data on organized-sector manu! 
obtained from Annual Survey of Industries. Data on total manufacturing emp 
is obtained from the National Sample Survey Organization's Empl t 
Unemployment held in 1983 (38% round), 1993-94 (50* round), 2 
2005 (61% round) and 2011-12 (68* round). For more details on data 8¢ 
methodology, see Thomas (2012) and Thomas (2014). Net increase in t orga 
manufacturing employment is estimated as the net increase in total nan 
employment minus the net increase in factory-sector manufacturing em 


Several later studies analysed industrial growth in India during: 
post-1990 period using the index created by Besley and Burgess (20 
or following most aspects of the BB methodology (It is notable 
that the BB index was based on the amendments to IDA until 9 
Bhattacharjea (2007) argues that these later studies suffer 
same issues that were discussed earlier in the case OF 
BB study, In particular, they were “analysing [industrial] pe orma 
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im the 1990s with reference to a classification of States based on their 
» labour laws as they evolved before 1990” (Bhattacharjea 2007: 23). It 
) is perplexing that despite its many problems, the argument that labour 


prigidity and tough labour laws constrain India’s industrial growth 
)eontinues to be voiced even today. 


_Industrial Growth after 1990s 


India introduced far-reaching economic reform measures from 
§2991-92 onwards. They virtually eliminated licensing, reduced other 
wulatory barriers, and deepened the country’s trade and financial 
ations with the rest of the world. External reforms have accelerated in 
country during the 2000s, especially since the middle of this decade. 


the impacts of these reforms on the growth of manufacturing output 
d employment have been mixed. 


Figure 27.1 


Gross Value Added (in Log Values) and Employment 
(in Millions) in India’s Factory Sector, 1973-74 to 2014-15 
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. ‘sec lor experienced a sharp 
mt growth during the early years 
92 to 1995-96. On the other hand, 
uring sector as well as its overall GDP 
1d 2001-02 (see Figure 27.1 and Thomas 
d by manufacturing during the first half 
rp revival in private-sector investment 
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(see Figure 27.2). At the same time, however, as part of the structy 
adjustment programme, India tried to decrease its public expendity 
and fiscal deficit. As a result, public investment as a share of G} 
remained at a relatively low level during the whole of 1990s. P 
investment too began to decelerate from the middle of the 1990s, 
led to overall slowdown in the country’s industrial growth (see Fj 
27.2). 
India’s overall GDP growth and the growth of the organ 
manufacturing sector in particular recovered impressively du 
_ the early 2000s (see Figure 27.1). This growth was led by p 
“corporate investment and exports (see Figure 27.2). Capital-4 
cill-intensive industries such as metals, machinery, automob 
chemicals recorded extremely fast rates of growth. Segment: 
n manufacturing began to make a mark internationally for th 
‘specialized skills and capabilities (such as the pharmaceuticals indus 
and the design and manufacturing of low-cost vehicles) during t 
period. 

With the onset of the worldwide economic crisis in 2008, Indi 
manufacturing sector was hit by the slowdown in demand from exp 
markets. The authorities launched expansionary monetary and f 
policies in response to the crisis. Banks were encouraged to lend me 
especially housing and automobile loans. These measures helped 
reduce the impact of the global slowdown, to some extent. Ha ev 
from 2011-12 onwards, private investment slowed down in India, : | 
with it, the country’s manufacturing sector has entered yet ano 
phase of stagnation from which it is yet to recover (see Figure 27.2), 1 
impact of this industrial-growth slowdown has been more adverse on 
unorganized sector. As we shall see below, the growth of employmer 
India’s unorganized manufacturing has been particularly slow since | 


mid-2000s. 

The growth of organised manufacturing employment in India 
stagnant until the middle of the 2000s: only 1.2 million jobs had be 
generated in this sector between 1982-83 and 2004-05. However, a 
turnaround in the growth of India’s organised manufacturing employ me! 
occurred since the mid-2000s, which rose by 4 million between 2004 
and 2010-11 (see Table 27.1). At the same time, as discussed in mé 
detail below, contract workers comprised an overwhelming proportion 
the incremental employment in the country’s organised manufactur 
during the 2000s. In other words, employment in India's fo nal-se 

‘increased substantially since the mid-2000s, but t 
occurred along with growing informalization of the formal sector. 
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Figure 27.2 


Gross Fixed Capital Formation by Public and Private Corporate 
Sectors, as % GDP in India, 1970-71 to 2011-12 
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employment-growth record of the unorganized sector has been 
arly noteworthy. During the first half of the 2000s (1999-2000 
4-05), total manufacturing employment in India y 
ion. Clearly, the bulk of this increase occurred in the unor al 
vabour-intensive and export-oriented industries uch a s tex 
its, leather, footwear, furniture, jewellery an ‘gem 
ad for 7.2 million or more than 70 per cent of the 
nent growth during the first half of the 2000s. 
wer, these very industries s fered sig 

2000s, particularly by the weds et 

and 2011-12, overall manuf 
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tenn liy ment (of 48 y the same 
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Not Constrained by Labour Laws 

The argument that labour laws hinder India’s industrial growth 
become almost irrelevant in the light of the recent evidence. As show 
above, there has been a recent spurt in employment growth in orgar 
manufacturing, the sector in which labour laws could have po | 
discouraged employers from investing. In fact, contract workers or of 
employees (including employees designated as supervisory staff) 
are outside the purview of the labour laws accounted for 69 per 
the incremental employment created in India’s organised manufa 
during the 2000s. Contract workers as a proportion of all wor 
India’s factory sector rose from 19.8 per cent in 1999-2000 to 
per cent in 2009-10. Annavajhula and Pratap (2012) find that contr; 
workers were employed in almost every aspect of production operati 
and they formed 70-80 per cent of all workers in Maruti Suzuki's ple 
urgaon and Manesar. . 
With the rising share of informal employment even within the form 
tor, the argument that India’s labour markets lack flexibility seen 
ite unconvincing. In fact, trade union activism has been on a declin 
dia since the early 1990s, and labour’s bargaining strengths relative 
capital have reduced substantially. With the Central and the various Stat 
governments in India trying to attract investments, there has also been 
growing laxity in the implementation of labour regulations.* The num 
of and the total mandays lost due to industrial disputes have declin 
markedly in the country after the mid-1980s. In recent years, lockout: 
which are enforced by the employers on workers—is far impo: tani 
reason for industrial disputes than strikes, which are work stoppag 2S 
employees. It is also worth noting that the growth of real wages of In di 
factory workers have been falling increasingly behind the growth of labe 
productivity since the 2000s (Thomas 2013). } 

It may be noted here that women workers accounted for a subs 
part of the net increase in manufacturing employment in India betwe 
1999-00 and 2004-05 (3.9 million out of the 9.8 million). The shi 
of women in incremental employment had been particularly high 
textiles, garments, and gem cutting. On the other hand, 2.9 million 0 
of the 3 million who lost jobs in Indian manufacturing during the sé c¢ I 
half of the 2000s were women too (Thomas 2012). The sharp rise am 
the subsequent fall in the numbers of women manufacturing work : 
indicate that women form an increasingly substantial chunk of th 
flexible component of India’s manufacturing labour force. a 

Many of the regulations on industry and labour that exist today | 
India have their origins in laws that were first enacted during the B it is 
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on period (Pais 2008). Therefore. it is undeniable that progressive 
@nges are required in regard to laws affecting labour and industr: 

z a y 
mie country. At the same time, however, there is little evidence to 
port the argument that labour regulations form the main hurdle to 
growth of manufacturing employment in India. 


raints to Indian Manufacturing 


pply-side Constraints to Indian Manufacturing 
J the Role of Public Investrnent 


In India, the growth of the infrastructure sectors such as electricity, 
ds, and ports have failed to catch up with the overall pace of economic 
h. This has resulted in severe supply-side bottlenecks adversely 
ting the growth of the country’s manufacturing sector 
Estimates by the Ministry of Power show that the energy availability 
India during 2011-12 was 857.9 billion units (or kilowatt hour), which 
8.5 per cent less than the energy requirement for the year. Power 
d-supply shortages have been reported from every region of India 
from a majority of Indian States. In 2011-12. this deficit was 10.5 
[cent in Tamil Nadu, 16.7 per cent in Maharashtra. 3 1 per cent in 
njab, and 21.3 per cent in Bihar (CEA 2012. Annex II) It needs to be 
d here that the power generation capacity in China was 2.4 times 
| power generation capacity in India in 2000, and 4.1 times the Indian 
in 2008." 
My field research in Coimbatore in Tamil Nadu between 2008 
2014 revealed that power shortages have been the most serious 
traint to growth in this industrial town since October 2007. As 
t of severe restrictions on the use of electricity imposed by the 
il Nadu State government, several textile and engineering firms ir 


or even less of their production capacities. 


apply constraints such as power shortages affect | 
tries much more than large industries. In ( 


entrepreneurs were paying 74.30 or more 


‘finationa! companies such 
g offered uninterrupte 
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Indian economy since the 1990s (Rao and Dutt 2006). Gross fixed cai 
formation (GFCF) in the public sector as a proportion of mes: a 
actually declined from 12.3 per cent in 1986-87 to 6.6 per — 2 
2003. It subsequently increased to 8.5 per cent 2008-09 = “7 
yet again in recent years (see Figure 27.2). 
Industrial Policies . y 
India’s industrial policies in recent years—with respect to I 
credit, prices and tariffs, to name just the three important 08 
not been helpful to the growth of the country’s manufacturing s 

_ Availability and Cost of Credit 
During the pre-1990 years, targeting of bank credit to agri alt 
‘small-scale industry was an important aspect of India’s bank 
es. The availability of subsidized credit made sizeable contributio 
8 growth of small-scale industries, such as, for instance, t 
en industry in Tiruppur (Chari 2000). 7 
However, the shares of agriculture and industry in the tot 
tation of credit by scheduled commercial banks in India declini 
ring the 1990s. As a proportion of non-food gross bank cred 
idvances to small-scale industries (SSIs) fell from 15.1 per cent 
1990 to 6.5 per cent only in 2005 (see Figure 27.3). The number 
loan accounts of the SSI sector in commercial banks declined from 2) 
million in 1992 to 93 million in 2005. On the other hand, the share! 
or aghaann and professional services in total outstanding bank cre¢ 
Sine, Pom etm fu per cent in 1990 to 27 per cent in 2005 (R 
Eiutthcste ‘arate ah ena boom in the allocation of bank credit t 
t A pecially in sectors such as power and telecon 
since the mid-2000s (Nagaraj 2013: 44). Nevertheless, the sh 
mel and micro industries in total credit disbursed in ‘aie a 
FONE i piel tga during the second half of the 2000s NS 
Small and tiny firms have been hi 
availability of bank credit. According to a survey conducted by th 
NSSO on unorganised manufacturing enterprises in the cou 
2005-06, 42 per cent of all enterprises identified shortage of capital ; 
@ major constraint to growth, 92.2 per cent of them did not reco 
financial assistance, and only 3.6 per cent of them receiv canal 
imnetituate ed loans fre 
institutional sources (NSSO 2007: 30-2). Thomas (2009) found 7 
Coimbatore, access to cheap, institutional credit was extremely J a 
for micro enterprises, which had to depend on private banks and onal 


t hard due to inadequat 
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nce companies. The interest rates charged by ti 
e often high: interest rates between 28 per cent and 36 per cent were 
mon (Thomas 2009). 
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Figure 27.3 
Shares of Industry and Agriculture in on, A Jon-food 
Gross Bank credit in India, 1979-80 to 2011-1 
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Source. Reserve Bank of India 


Exchange Rates, Price Fluctuations and 
their Links to Capital Flows 


The gradual liberalisation of India’s capital account during the i= 
2000s and the accompanying increase in the inflows of for 7 
portfolio investments (FPI) have created problems for the country’s 
Manufacturing sector. The volatility in FP! flows to India since the 2000s 
has led to wide fluctuations in exchange rates and also in the prices of af 
Several commodities. ry _— ‘a 
The Rupee-Dollar exchange rate > = 
2007 and April 2008 (see Figure 27-4). This rest 
in the revenues and profits of export-orie 
textiles, garments, leather, and 
there have also been equally 
such as during the second ha 
from May 2011 to August 2€ 
depreciation), imports of m 
More importantly, m 
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currency loans, incurred heavy losses when they were required to 
their loans in the depreciated rupee. It may also be noted that 
volatility in and the generally high level of prices of key raw mate: 
such as cotton and steel were major obstacles to the growth prospect: 
Indian industry during the late 2000s (see Figure 27.4). : 
Figure 27.4 

Wholesale Price Indices of Selected Commodities in India and 

Rupee Dollar Exchange Rate, Monthly Data, June 1999 to August 201 


goods into the country 
mostly been part of the country’s commitme : a 

The tariff reductions }; ts to international 6 
of India’ adversely affected the prog 


im India since the 2000s has been ee ro 
imports, notably of capital goods (see Figure 27.5) > ™2"ked = 
__ itis notable that the industries that recorded fast rates of goer 
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et electronic and computer goods, and transport 
TiAly in teas aad a share of domestic production have been rising 
ee the seliedin arya since the middle of the 2000s. It appears 
TS tcmore Samael ae tariffs played an important role in the rise 
Het, in tala ey ee industries. The weighed average of import 
S987 | capital goods declined from 94.8 per cent in 1991-92 

./ per cent in 1995-96, 23.1 per cent in 2001-02, 9.5 per cent in 
2005-06, and to 5.6 per cent in 2009-10 © 


Figure 27.5 
Imports, Exports, and Domestic Output of Machinery and 


Transport Equipment Industries in India, as Ratios, 1987-88 to 2011-12 
55 


45 


35 


in® 


25 


— Imports as % output utp : soe ash 


Notes: The variables used in this figure relate to: (i) export of machinery, instruments 
equipment; (ii) import of machine tools, machinery (electrical and elect 


and computer goods, and transport equipment, and (ai) factory-sector output of two-digit 
industry groups 29 to 35 (according to NIC 2004). ; Ao : 


Sources: Data on export and import from the Duectorate pens ‘ c omm = Intelligence and 
Statistics accessed from the RBI website; and m factory- patput fr Annual Survey 
of Industries ; - ; 
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technological distance between the organised and the unorganise, 
sectors, and to the absence of a complementary relationship between th 
two (Kathuria et al. 2010; Uchikawa 2011). 7 


Demand-side Constraints to Industrial Growth 


The slow growth of effective demand, which arose due to the low 

of per capita incomes and the high inequality in income distribution 
___ had been identified as a key factor behind India’s industrial-growth 
ag” eceleration since the mid-1960s (Chakravarty 1979). Amsden (1977; 
ibuted the slow growth of the machine tool industry in Taiwar 

‘its formative years to the nature of the demand, originating fre m 
‘number of low-income machine tool users”—in other words, to 
e of the market rather than the market size (Amsden 1977: 218), 


? Figure 27.6 f 
ithly Per capita Consumption Expenditure on Clothing and Consumer x 
les in Rural and Urban India, across Decile Classes, 2009-10, in Rup ' 
cA 


Notes: Household consumer expenditure on each item is recorded for a reference period of the £ 3 
days preceding the date of survey. é 
Source: NSSO (2011), Tables 6A-R and 6A-U. 


Is the Indian industry still constrained by the type, if not d 


- 
households (belonging to the 10® decile) and their poor counte: 
(see Figure 27.6). For instance, the monthly per capita cor ‘um 
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penditure on consumer durables in urban areas was *969 for the 10” 
ecile of households, which fell drastically to ¥74 only for the 9 » decile, 
a to even smaller amounts for households belonging to the lower deciles 
“It is likely that the demand for consumer durables (say, for instance, 
miture) in India is segmented, with the demand from the richest decile 
households being served mainly by the organised sector industries, 
id to some extent imports. On the other hand, the small-scale and 
ganised sector enterprises largely cater to the demand from the 
5 majority of poor households. The market for the unorganised sector 
ustries appears to be constrained by the low purchasing power of 
dual consumers. As a consequence, unorganised sector industries 
® possibly trapped in a cycle of poor quality of production, out-dated 
nologies, and low levels of profitability. 


Happened to Labour-iIntensive industries? 


‘It is indeed perplexing that despite being a labour-surplus country, 
bur-intensive industries have not fared wel! in India—even after 
f introduction of market-oriented economic reforms (Kochhar 
2006). India’s failure to emerge as a major player in textiles is 
orthy, especially given its relatively early start in this industry. To 
ferstand the reasons behind this failure, we examine in this section 
a's policies towards labour-intensive industries over the years. 
cording to India’s Second Five-Year Plan, the production of 
fumer goods such as textiles in a country like India would ideally be 
d out in the small-scale sector. This, it was expected, would help to 
fate the problem of unemployment. The consumer-goods sector was 
xpected to generate the savings required to sustain mare 
action (Mazumdar 1991). 
he structure of India's textile industry underwent impor 
s during the planning regime. As part of its policies fz 
i-scale production in handlooms, the gover ent 
Hon of new textile-production capacity in mills 

were restrictions on the use of syntheti 

duties were imposed on mil che 
ved the production of clot 
According to Mazumdar (1 
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industry was mainly on account of the low per capita domestic demand 
for textiles. According to him, certain strategies adopted by large 
business houses were also not helpful (Chandrasekhar 1984). rr j 
As noted earlier, there had been widespread closures of 6 ite 
mills (carrying out both weaving and spinning) in India’s cott n 
textile industry during the 1980s. In subsequent years, while the 
weaving industry shifted largely to power looms in the decentralized 
or unorganised sector, the spinning industry producing cot 
yarn continued to remain in the organised sector. The share of the 
decentralized sector in total cloth production in India rose from 62 per 
Gent in 1980-81 to 97 per cent by 2010-11 (Gol 2013, A-32). a 
~The growth of India’s textile and garment industries experienced some ” 
ssree of revival since the 1990s, as they benefited from the removal of 
ny of the earlier restrictions on the industry and also from the greater” 
OF ities available for export growth. In 2011, India was second only 
to China in the export of textile yarn. However, with respect to the export — 
¥ cotton fabrics, India was at the 5" position, even behind countries such 
Pakistan and Hong Kong.’Some other labour-intensive industries in 
dia such as food products, beverages and tobacco experienced slowdo 
| the growth of both output and employment during most of the 1990s 
Bnd 2000s. In fact, this amounted to a reversal from the fast growth | 
" experienced by these industries during the 1970s and 1980s (Thomas 
2012). Most of India’s labour-intensive industries operate in small and 
tiny firms. The supply-, demand- and policy-related factors discussed — 
above, which constrain small and tiny firms in particular, are also the 
major hurdles to labour-intensive industries in India. 7 


| 


Conclusions a 

This paper tries to explain why the manufacturing sector in India 
has had only a limited impact on the country’s development, especial y 
in regard to employment creation, Indian manufacturing provid ed 
employment to 53.3 million in 2009-10, which was less than 12 per cent” 
of the country’s total workforce. Of all manufacturing workers in Indic . 
only around 21 per cent were engaged in the organized sector, while the 
rest of the workforce were attached to small, informal enterprises int e 
unregistered sector. ae 

The growth of employment in India’s unorganised manufac 
has decelerated sharply since the middle of the 2000s. The generation 
of jobs within organised manufacturing revived during the same pet! 
but most of the incremental employment were informal in nature. 


number of factors have constrained the growth of Indian manufactur 
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uring the 2000s, and they have affected tiny and small industries in 
he unorganised sector more intensely. Foremost among them is the 
owdown in the growth of investment, especially public investment. 

s has led to supply-side bottlenecks, mainly in infrastructure and 

er generation. Insufficient availability of bank credit and fluctuations 
| exchange rates and raw material prices have also been important 

dies. There has been an unhealthy rise in import intensity in several 
eas of Indian manufacturing, machinery industries in particular. 

The low levels of demand for industrial goods from a vast majority 
the country’s Population is yet another issue. With the fast growth of 
igh-paying sectors such as information technology and finance, Indian 
anufacturing faces a shortage of skilled workers too. 

India’s labour laws have often been singled out as being the cause 
most of the problems with the country’s manufacturing sector. 
ever, the argument that labour laws hinder manufacturing growth is 
freasingly becoming irrelevant as an overwhelming proportion of the 
tremental workforce in the country’s organised sector fall outside the 
view of these laws. 

Foreign direct investment (FDI) as a proportion of gross fixed capital 
mation (GFCF) was only 5.9 per cent in India, on an average, during 
period 2001 to 2011 (Jadhav and Reddy 2013). Estimates by Rao and 

(2011) show that of the total FDI equity inflows into India during 
05-08, manufacturing received a share of only 20.6 per cent. Also 
shares of FDI flows into India—40.3 per cent in 2006-07—have 
into the acquisition of shares of domestic enterprises and, do not 
fore, represent the building of new facilities (Rao and Dhar 2011: 
7). 
In recent times, the Indian government has unveiled new P 7 
ygrammes for promoting manufacturing in the country. The eviol " 
ernment led by the United Progressive Alliance (UPA) launched | 
tional Manufacturing Policy in 2011. The current governn 
National Democratic Alliance (NDA) has launched a * 
ative. The thrust in both these initiz ieoei,” 
vestments, especially foreign investme 
» policy initiatives, is only to create 

investors. A 


y 
i. 


x 
ugh a 


| ; kets and for 
Foreign ee ne crisis to 
tuou: Lge 0 Much on 
; — no my forward. 


nvestments from 


ey 


(' 


INDIAN ECONOMY SINCE INDEPENDENCE + UMA KAPILA (B 


8 a6 6 ¢ Pa “en 
768 ii i ee ns hee eee ere eee Fee Peewee ese ee eecrer se & 


2011-12 onwards. The reasons include the slowing demand conditions 
home and abroad, and the unutilised capacities they had built during 
previous years. Many of them are also heavily indebted. . i 
Given the current circumstances, it is critical to raise publ 
expenditures to pull the Indian economy forward. India has hug 
investment needs in irrigation, electricity, rural and urban infrast. ‘uctur 
as well as in many areas of basic research. The revival of tradi tion 
labour-intensive and agro-based industries to generate decent jobs | 
the country’s rural areas requires funding in new areas of knowled 
and technologies. But given the long-gestation nature of these pre 
private investors have been wary about putting their money in th aT 
These are precisely the areas where public investment should | 

_ stepped up to remove some of the long-standing constraints to Ir di 
pment. 


fe 


Notes ia 


. Data obtained from World Development Indicators, World Bank. Available at http:// 1a 
worldbank.org/indicator i? 


2, See Thomas (2015b) for regional aspects this employment growth in India. 


3. See the set of articles in Byres (ed) (1998) and Nayyar (ed.) (1994), which engage with vari 
aspects of this argument a 
4. See, for instance, Hiraway and Shah (2011) who note that in Gujarat the State 
Department's ability to enforce labour regulations have substantially reduced over the | 
two decades - 
- Data obtained from World Development Indicators, World Bank. 
» Data obtained from beep: 


| Planning. oreemission nic in/data/datatable/1 705/final_76.pdf. : ' . 
» Data obtained from UN Comtrade (available at http://comtrade.un.org/pb/). 3 
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come from the public sector. Equally, the preservation and improvement 
of forest cover will have to be a new priority for the public sector assets. 
So there is a spectrum of assets, ranging from airlines to rural roads, 
ere government ownership is inadvisable for airlines but required for 
al roads or public health infrastructure. How should we think about 


where each problem falls? I would like to describe two broad categories 
where I think the story is quite clear. 


Under these conditions, private ownership works best. This 
hould be seen at different levels. First, under ordinary circumstances, 
rivate ownership generates the best incentives for cost-minimisation, 
novation and dynamic adjustment of corporate strategy. This is not 
an ideological position. An extensive research literature has examined 
ivatisation experiences from all across the world, and the findings _ 
gest big gains in productivity from private ownership. =: 


The second aspect of public versus private ownership concerns 
ues that arise when a company approaches bankruptcy. In the pr 
tor, bankruptcy is taken seriously. The fear of bankruptey » 
rastic responses in terms of selling off parts of the cc 
usiness strategy, etc. These are healthy responses from 
economy. When an unhealthy company | 7 
pany, the control of assets of the economy 
Output and employment are optimise 
contrast, in the public sector, ma 
tively relaxed about the prospect 
n faced with extinction do 
that there is no real dar 
always able ccess € 
ms, Adjustments 
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may be an easier option. However, as emphasised earlier, the full 
mpact of privatisation lies in its impact on GDP growth and not 
Jj st on maximisation of proceeds. There are other dimensions of the 
tion process in which strategic sales fare poorly. 
Apart from strategic sales, open-market sales are an important 
tn fruments for disinvestment, and should not be overlooked in our 
Policy efforts. Open-market sales are the path to obtaining dispersed 
‘ ownership, widely held, professionally managed companies, and 
(reation of widespread shareholder wealth. A disinvestment strategy 
ased on open-market sales would strengthen institutions and corporate 
* yernance in the country. 
_ At the simplest, in cases where a strategic sale has been completed, 
d a new management team is clearly in the saddle, government can 
imate the residual shareholding by selling in the open market. 
S firms where no strategic sale has taken place, government can 
tise through open-market sales designed to deliberately disperse 
e ownership over a very large number of households, and create 
ionally managed, widely-held companies. 
dia has now a growing experience of good corporate governance 
tofessional management teams with widely dispersed shareholding, 
9 one family has a controlling stake in the company. Some of the 
un and most respected companies in India, such as HDFC, Infosys 
T, lead by an example. 
cording to CMIE data, there are 300 companies in India today 
th 1e ‘promoters’ control below 10 per cent. In one — 
3, the managing director and the rest of thet 
o not own a controlling stake in the c 
continue to function without 
duals. This ean 
tions in the count 
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1 for a period greater 
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7 shares are sold in India, they are accessible to foreign buyers 
through the FII route. This channel can be strengthened by 
Bltheralisation of the entry rules into FII status, and increasing the 
n of shares which can be held by FIls. In contrast, when shares are 
id in eedon or New York through the GDR (global depository receipt) 
R (American depository receipt) route, they are not accessible 
estic buyers. Hence, disinvestment within India is the channel 
th which the largest possible investor base can be accessed. 
primary market in India is a large conduit for selling shares and 
ads. The disinvestment process could creatively exploit the sale of 
: ve ible bonds, exchangeable bonds or exchange-traded warrants, 
S better catering to the needs of retail investors and current market 
From an international perspective, strategic sales have been 
used in countries which lack domestic capital markets, such as 
while communist countries. This is not a constraint that India 
§ from. The National Stock Exchange (NSE) and the Bombay Stock 
ye (BSE) are now amongst the largest exchanges in the world, 
en cruics Per year whene choy coat aay 
" respectively. The stock market mechanism in India today—using 
| nic trading. clearing corporation, depository and T+3 settlement 
Pt h vibrant equity derivatives markets—is now up to the best 
ational standards. 
1e tives of employees of PSUs could be influenced by sale 
es Pa ESOPs (employee stock option plans), by ap oo 
fin the company would end wp, hari beaie 
x stock price. This would serve to yee Jassie of 
ith the interests of owners, | ncoue i sort for 
ma = 00 the paral vees. is ar 
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e Ce rporation Pvt. Ltd. 
cet : today. However, it is 
C is ; fundamentally driven by 
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of shares changes from government to some other hands, it does 1 
(in itself) alter the number of shares, and it does not alter the prospe: 
for dividend growth. Hence, sales by government are fundamenta 
different from fresh equity issuance, which dilutes the cash flows of t 
company and diminishes share prices. iP 
A transaction where government sells shares could have a tempor 
impact upon market prices. This can be contained using two tools: t 
call auction and a sequence of pre-announced small transactions. — "d 

] 
Call Auction " 
The call auction is a computerised market mechanism thro 
buyers and sellers discover a single price which clears deman dg 
y. It is used, for instance, to discover the New York Stock Exchan 
SE) opening price. The call auction is very effective at clearing la 
of supply and demand, while giving all transactions a single pr 
., zero ‘impact cost’). ¥ 
It is possible for the NSE to build software which runs the ¢ 
auction. Once that is done, the NSE opening and closing prices wot 
come out of call auctions. This would offer government a me ni 
to steadily sell shares using the routine processes of the seconda 
market, using a market mechanism specially designed to absorb |; 
transactions without incurring market impact cost. ay 


f gl 


Pre-announcement 


A key element which should play a role here is a pre-announ 
schedule of sales. Government can make a public announcem 
about a programme of future sales using the call auction. For exam 
government could announce that on the first of every month, 100,0 
shares of Videsh Sanchar Nigam Ltd. (VSNL) would be sold on the N 
pre-opening call auction. This would serve as advance notice for myr 
prospective buyers of (shares to flock to the NSE trading screens on. 
first, thus generating demand for those shares. These sales would real 
a value which is close to prevailing market prices. 

Through such a programme of pre-announced sales, gove 
can engage in a steady selling of shares in simple, depoliticised wa 
Markets become volatile when they are surprised: by doing full pr 
announcement of all future transactions, there would be minim: 
disruptive effects upon the market. 4 

There is yet another instrumentality, particularly for p 
disinvestment and this relates to the sale of underperforming or und 
utilised assets of the PSUs. A prominent example of such assets i 
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Of Omissions and Commissions 
India’s Competition Laws 


Se z eptember 2009, almost unnoticed by the media, an era came 
with the repeal of the 40 year old Monopolies and Restrictive 
ctices (MRTP) Act. Drawing upon several high-quality studies 
a ath ors in this journal over the past four decades, as well as 
arch, Section 2 of this article provides an pam e 
he Act, ending with its prolonged and macey Gecmete la 
y one of the oldest competition laws in athe c 
ay in which the Act was originally drafted me 
rpreted and enforced ensured that it ca 
4 competition law. Cae re 
. tel it could help in the implementat 
Act, sheet is var & 
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In light of the preceding discussion, it should be clear that the 
bjective of modern anti-trust is to prevent market players from 
st icting competition in ways that are on balance harmful to efficiency 
id consumer welfare. It targets abuse of a dominant position in the 
fket, not firm size or dominance as such, and it does not seek directly 
z ontrol prices or profits: it only strives to preserve conditions which 
d allow market forces to keep them in check.! It does not attempt 
fil social objectives such as protecting employment. In fact, 
npting to promote competition and efficiency may actually result in 
ysses. There is therefore a case for exempting small firms from some 
sions of the law. But this should be done as a matter of policy rather 
selectively dispensing social justice through individual decisions of 
mmpetition authority. Furthermore, it should be kept in mind that 
ning anti-competitive behaviour does imply that higher prices 
jorer quality will be inflicted on buyers, who may also be small 
cers or poor consumers. Conversely, competition law can protect 
erable sections of society from anti-competitive conduct by 
firms—provided that it is vigorously and impartially enforced.’ 


‘now evaluate India’s old and new competition laws against these 
un 


ras. 
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P Act, 1969-2009 
MRTP Act was a product of another era. It covered three 
r s of competition matters, superficially corresponding to those 
bed above, but dealt with them in ways that igeipemnm 
eatment. Chapter III, on concentration of econom: c 
ily uid to ae that were either large (chaaeait 
er with those of their ‘interconnected undertakings’ 
or ‘dominant’ (whose assets exceeded %1 crore eer: 
eet exceeded one-third, later reduced to on 
ch ‘MRTP companies’ were required to 
sr obtain government permission for | m 
skeovers—but also for establishment of 
| ntial expansion of old ones, thus ein 
1 of industrial licensing. Chapter h 
, originally applied to ‘mone 3 
ominant (as defined above) ¢ 
slong with not more thant 
y ‘could be ordered if 
king was ‘unreasonal 
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1€ liberalising reforms of 1991, so for nearly two decades there has 
“MO merger review in India. Agarwal and Bhattacharjea (2006) have 
that both the 1985 and 1991 reforms were followed by significant 
is in the number of mergers, but firms that remained under 
ew of Chapter III after 1985 were actively involved only after 
iew was completely abolished in 1991. Most mergers involving 
fhile MRTP companies were between firms belonging to the 
group, indicating that the restrictions imposed by the 
iad allowed (or perhaps encouraged) business houses to set 
ly independent firms but had prevented them from merging. 
pter on MTPs can be dismissed briefly. With MTPs 
1 in such general terms, competition analysis was rare. 
jin 1984 made the chapter essentially unworkable by 
oncept of a monopolistic undertaking and dictating that 
id henceforth be ‘deemed to be prejudicial to the public 
b | 
; it was authorized by the government. Thus, almost any 
inciple be hauled up for normal business decisions having 
co mpetition. Fortunately, there were very few inquiries, 
eithe: dropped or stayed by the courts (Singh, 2000). As 
ing Table 27.1 shows, the number of MTP inquiries has 
er in the last decade (although the sudden upsurge in the 
2 Con mission’s life is surprising). However, | shall show 


o ‘unreasonable’ pricing were initiated under a different 
ik, 


2 


the Commission in its earlier cases ruled that many 
‘acreement listed in the Act, such as tying, exclusive 
le price maintenance, and of course price-fixing, were 
, 1977). This was consistent with international 
owever, a rule of reason gradually began to take 
hle 1977 Supreme Court judgement which drew 
ent economic thinking while discussing the efficiency 
‘ical restraints, and argued that in certain circumstances 
ally promote competition.* But, as with MTPs, an ill- 
nendment dictated that all agreements of the kind that 
ly listed in the Act would henceforth be deemed to be 
: bsolving the Commission from having to analyse their 
e effects. 

s apparent strengthening of the Commission's hands, 
warp fall in the proportion of RTP inquiries resultingin 
cist orders in 1982-1991 as compared to the preceding 
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ae eee Act inserted anew chapter (V-B) to protect consumers 
a ie ac ge practices), including misrepresentation about 
% a Or services and misleading prize and promotional 
ll i Serted new sections allowing the Commission to 
Rea for losses arising out of RTPs, MTPs or UTPs. 
a . des €se new provisions attracted a large number of complaints 
: fective products and deficiency in service. As the accompanying 
a i $s, such cases came to dominate the Commission’s workload. 
)TP chapter was retained even after the enactment of the Consumer 
ection Act (COPRA) in 1986 with very similar coverage. 
t reforms of the 1990s further attenuated what little genuine 
rust enforcement was being undertaken in India. Chapter III review 
‘ormally abandoned, and the Commission struggled to enforce 
emaining sections of the Act. It was understaffed, underfunded, 
gut a chairman for long periods of time, and usually functioned 
fewer than the eight members provided for in the Act. According 
e study, in 2000 its budget as a proportion of total government 
liture was much less than those of the competition agencies of 
an, Sri Lanka, Brazil, Kenya or South Africa.‘ To complete this oii 
official neglect, the Table shows that inquiries were seldom é 
mae ¥ 


1 by references from the central or state governments. = 
th the Commission's limited resources being ncreasing| iverte 
involving UTPs, the number of RTP inquiries declined sharp 
990s, and many of these did not involve the po! entially 
tive agreements listed in Chapter V. Instead, an ine 
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ee oding a proviso to section 66, extending the life of 
$sion by two years so as to dispose of pending cases. 
Eehan those relating to false disparagement) remaining 
r two years would go to the National Commission, as 
led in the 2002 Act, but the other cases would now 
21 father than the CCI. As provided for in the original 
Vestigations relating to UTPs would immediately be 
= National Commission, with the rest going to the CCI. 
However, more twists in the tale. The government got 
ig appointments to the CCI only in early 2009, and 
the remaining provisions of the Competition Act in 
ec on 66, repealing the MRTP Act, was notified in 
the MRTP Commission’s two-year extension was to 
: point. But by then, natural attrition had resulted in 
laving no Chairman and only two members—both of 
> end of their terms of office within a month. More 
1 ed pending, some dating back to the 1980s. The 
d that it was unable to find suitable persons to fill the 
4 October it promulgated an ordinance, doing away 
ension and transferring cases immediately to the 
ati onal Commission. But the National Commission 
ity to accept the UTP cases because unlike the MRTP 
in » staff to handle investigations, and the COPRA 
; Honed had a different definition of ‘consumer’ 
MRTP Act. In the final act of this sorry tale, the 
jament to pass another amendment act in December 
placing the ordinance with legislation as required by 
nsferred the orphaned UTP cases, investigations 
- mn applications to the Compat, which would now 
es left pending by the MRTP Commission.* 

tur-decade old MRTP era. No tears need be shed, 
nity that was missed in building up a body of 
nacted one of the earliest competition laws in 
Despite a promising start in the 1970s, at least 
1984 and 1991 amendments closed the door to 
.d thrust an expanding workload of UTP cases 
ich diverted it from what remained of its anti- 
ently, it could not bequeath a body of expertise 
s that could help in the enforcement of the much 
ormed Competition Act, i ane 
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an Bhattacharjea (2006), the scheme was still too permissive and 
dictable to be of much use. I was gratified when these arguments 
@d in the report of the Parliamentary Standing Committee on 
that reviewed the Bill,’° and thereafter suitable changes were 
id passed in the 2007 Amendment Act. The CCI subsequently 
Gd “Lesser Penalty Regulations’ containing well-structured 
S$ for implementing the leniency programme that are consistent 
mational best practices. 
te these improvements, the Act remains riddled with loopholes 
Buities, creating unnecessary legal uncertainty and thus 
wyers and the large firms that can hire them. As I have 
most of these problems in detail in my earlier articles, I 
amarise and update some key objections. First, the Act 
CCI to take into account the “relative advantage, by way of 
jution to the [sic] economic development” of a combination 
se abusing its dominant position. This is meaningless 
ly dangerous. The relationship between competition 
pment, and even the meaning of development itself, is 
il. This clause may enable large firms to justify blatantly anti- 
practices in the name of ‘development’. 
dn its treatment of anti-competitive agreements, the Act 

analysis and gives greater discretionary power to the 
vailable to far more experienced agencies in developed 
‘most anti-trust regimes, cartel agreements are treated as 
without any inquiry into their effects. In section 3(3) of 
Hon Act, however, such agreements are only presumed to 
iC (appreciable adverse effect on competition’). It is well ‘ 
nder Indian law that a presumption can be rebutted, and 

sf the Act allows the CCI, while determining whether an 
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s an AAEC, to consider its possible benefits to consun 
‘of production of goods and provision of e 
nical, scientific and economic development. — 
t with under a rule of reason, in which positive 
cts can be taken into account. tees Oe 
nce provided by the Act for deter nin ng 
‘an AAEC is unsatisfactory. Sectic 
formerly numbered 81(3)] of th 
o1 der to be condoned under t 
e benefits with consumers, 
scessary to attaining the ¢ f 
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tional Bar Association, the CCI published Draft Regulations in 
Specifying further sub-thresholds for assets and turnover in India 
fh party individually. This would save firms from the paperwork 
d in filing applications for mergers that are unlikely to have 
iC, and the CCI from having to devote resources to investigate 
fut it would also mean turning a blind eye to mergers in which 
firms with no current Indian business enter the Indian market 
ag over local firms, instead of competing through exports or 
feign direct investment). The draft regulations thus ignored 
competition, which is taken into account in merger cases in US 
lada.’* This issue has become salient recently with several large 
jharmaceutical companies being acquired by multinationals. But 
ly July 2010, the sections of the Act dealing with regulation of 
tions had not yet been brought into force, and the related draft 
ns had disappeared from the CCI website 
some institutional issues give rise to disquiet. There is likely 
aflict with sectoral regulators (such as the Telecormmunications 
Authority of India), some of whom also have mandates to 
competition. The Act also compromises the autonomy of the 
iving the government powers to supersede and reconstitute it 
ito discharge its functions, to comply with policy directives, or 
the public interest’. In order to divest the CCI of powers that are 
in nature, the 2007 amendment created multiple points at which 
ns can be held up or reversed: not just the Compat, but also tax 
for levying monetary penalties and a magisterial court for 
jail terms for failure to comply with CCI orders. 
| , there is the issue of expertise to implement the Act, which 
-with technical concepts requiring fairly advanced knowledge 
industrial economics. As pointed out above, on anti- 
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ve agreements, the Act leaves much more to the Commission 
md discretion than competition regimes ; | ARREST 
sr experience. As I argued in the pr ce ling section, four 
enforcement of the MRTP Act yielded very SEs Be 
To make matters worse, all the persot it & 
sn 2003 and 2008, who immersed th ening * 
ncepts even though they could me S, are TC 
the agency. Some were t2 an 
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Notes 


where technology and heavy capital costs make competition infeasible (e.g., in local 

listribution, landline telephone networks, oil pipelines, or ports and airports), 
may be allowed, with a sectoral regulator to award licences and regulate prices, 
and quality of service. Anti-trust issues may still arise if the monopolist owns 
6 with a firm that is a buyer of its services in a market in which there are actual 
ential competitors. (The corresponding examples would be power generation, mobile 
ony, oil refining, shipping and air transport.) The monopolist may overcharge or deny 


9 competitors in the ‘downstream’ activity, thus abusing its upstream monopoly power 
of its downstream subsidiary. 


tion Iii of Bhattacharjea (2003), | discuss the importance of broader social objectives, 
a ly recent application of the efficiency standard in the competition regimes of the 
i@ UK, and the possibility of balancing efficiency with distributional concerns. 
2 V6 Registrar of Restrictive Trade Agreements, 2 SCC 55 (1977). This judgement actually 
ded by a few months a judgment of the US Supreme Court (Continental TV vs GTE 
which is regarded as a landmark in the anti-trust treatment of vertical restraints. 
hes to Competition Policy in South Asian Countries atper: CUTS-CIER 2003). 
analysis is based on my reading of 52 Comméssion orders on RTPs between 
land 2007, as well as several Supreme Court padgements More details and citations for 
jor cases are provided in Bhattacharjea (2006 
don my updating of the meticulous study by De (2005), athe examined all cartel 
d in journals or lew textbooks since 1970 The comtrast with the Commission's 
ia stark; the first RTP inquiries were matiated om 197), amd fest Gwe years later 
(1977) was able to identify seven price fiaang cases, teet wt then reoulting un cease 
sist orders. 
B Exports vs All India Float Glass Manulactaress Association, 6 SCC 600 (2002). This TS 
ent and its background are extensively analysed is Bhettactharjes (2003, 2008). : 


ph is based on the Statement of Objects and Reasons appended oan = 
nent) Bill, 2009, and the record of the debate us the Rajys Sabha u or . - 
2009, from Aitpy/164 100 47 S/newdebate/? 6) 16.00 ol 


t viewed 1 June 2010) 
veh and Ross (2008) for a broader overview af the Act, anda 
‘nesses that partially overlaps with this paper. 

Secretariat (2006: 38 39). The government also 


tions of the committee. 


e recommenda | 
of a trade union exemption was pointed out ¥ G 
ent is spelt out in detail, with examples, im. 21 


. financtalexpress. co e 


Postscript (2016) 


ae six years since this article was written, the Competition 
ssion of India (CCI) has decided over 400 cases that involved 
gations of anti-competitive agreements and abuse of dominance. 
mposed substantial fines on some leading corporate entities, 
ly in the cement, pharmaceuticals and real estate sectors, and 
ent procurement. An assessment of some of the early cartel 
| available in Aditya Bhattacharjea and Oindrila De, “Cartels 
e Competition Commission”, Economic and Political Weekly, 1 
ber 2012. However, many of these decisions have recently 
yerturned on procedural grounds by the Competition Appellate 
il (COMPAT). In some other cases, the COMPAT has drastically 
the penalties on the grounds that the firms are small-scale 
ies and first-time offenders. 
section of the Competition Act on combinations was brought 
ect in June 2011, along with new and much better regulations. 
hen, the CCI has cleared over 350 mergers and acquisitions. It 
not blocked any proposed deal, but has ordered modifications 
e competition in a few cases. For an assessment of the CCI's 
yn merger review, see Aditya Bhattacharjea, “Recent Trends in 
rgers in India and Lessons for Competition Policy: Insights 
rger Cases under the Competition Act”, in C. Veeramani and 
raj (eds), International Trade and Industrial Development in India: 
io Trends, Patterns and Issues. New Delhi: Orient Blackswan, 2016. 
for a detailed assessment of competition issues and competition 
including horizontal and vertical agreements, intellectual 
¥ issues, as well as combinations) in the Indian pharmaceuticals 
se Aditya Bhattacharjea and Fiyanshu Sindhwani, “Competition 
m the Indian Pharmaceutical Sector”, Project Report submitted 
< -CIRC, January 2014, http://www.cuts-ccier.org/Compeg/PDF/ 
armaceutical_Sector_Study.pdf. 
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India’s Services Sector 
rends, Opportunities and Challenges 


n economy has undergone major macroeconomic and 
s since the balance of payments crisis of 1991. Trade, 
Strial policies have been liberalized. Many restrictions 
n pletely dismantled. Institutional, legislative, and 
sures have been undertaken to improve macroeconomic 
the liberalization of the economy has helped put India on 
h trajectory, with the compound annual growth rate rising 
nt in the 1990-2004 period to 7.5 per cent in the 2005- 
National Accounts Statistics).India has in fact are one 
wowing economies in the past two bag we: Regs 
performance has also improved post-li 

ndia’s share in world trade as well as PDI! 
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Sections 2 to 5 provide an overview of the trends in growth, — 
employment, trade, and capital flows in India’s service sector in recent _ 
years. They also highlight the case of specific services where India is 
highly competitive, Section 6 discusses the links between services nd 
manufacturing and the value-added contribution of the services sec 0 
to manufacturing. Section 7 outlines the status of liberalization i 
services in India and the political economy challenges that have plagu 
this process. Section 8 highlights India’s international engagements 
services in the context of multilateral and preferential trade negotiatior 
Section 9 highlights the adverse impact the Covid-19 pandemic has h 
thus far on India’s services sector as well as the new opportuniti S 3 
challenges this pandemic is likely to create for services and which In 
should be in a position to address. The chapter concludes by d uss 
the sustainability of services-led growth in India and underlines the d 
link between the service sector's prospects and the success of the ove 
economic reform process in India. oe 


Growth Trends In India’s Service Sector* 
The service sector has exhibited phenomenal growth rates dur 
1990s and 2000s. The sector's compound annual growth rate (CA 
as consistently risen over the decades, from 6.2 per cent during 
1980s to 7.3 per cent during the 1990s and further to 8.7 per c¢ 
during the 2001-16 period, exceeding overall GDP growth through ‘ 
In contrast, agriculture and industry have exhibited mixed performal 
with the CAGR in agriculture declining from 3.5 per cent in the 19 
and stagnating at 2.9 per cent during the 1990s and the 2001-16 per 
while industry registered a decline in its CAGR from 7.9 per cent du 
the 1980s to 6.3 per cent in the 1990s, rising to 7.5 per cent d g 
2001-16 period. Figure 30.1 illustrates these trends and the rel: 
performance of the service sector. It highlights the role of service: 
raising overall economic growth in India. ‘ 
In average annual growth terms, however, services gre h 
decelerated from a peak of 10.1 per cent in the 2005-09 period to’ 
per cent per year during the 2010-16 period, though still exceec 
overall growth and growth in agriculture and industry. Table | 
provides theoverall as well as sectoral growth rates in India for the 2 
to 2016 period and the superior performance of services compared 
the rest of the economy through the last two and a half decades and 
deceleration following the global financial crisis. aa 
Growth performance within the service sector has, however, be 
insurance, construction, and trade and distribution services, whi 
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_ grew at over 7 per cent in CAGR term: during the 2000-09 period, while 
+ ces such as railways and pub slic administration service } grew at 
6 — 4 per cent. In recent years, growth has picked up in a wider 


of services, including air transport, public administration, real 

srofessional and other services, alongside trade and distribution, 
ric tion and financial services which have maintained high rates 
1. Construction services have, however, witnessed a decline in 
bm an average growth rate of over 8 per cent in 2005-10 to 
fin 2011-16. Transport and communication services have 
/ registered the highest growth rates within the services 
ymic Survey 2010-11 and 2015-16; UN National Accounts 
re @ sub sectoral trends reflect differences in policies and 
cr oss different services, the role of rising incomes and 
nd in driving growth in some service segments, and 
ec conomic factors. 
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i Figure 30.1 
and its components for India: 1980s, 1990s and 2000s (%) 
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This trend contrasts with wha 


ames, where the decline in the share of agriculture has been 
7 eeeeponding rise in the share of industry, in particular 
' ae B, and later in services. The industrial sector has increased 
smty Marginally over this period in India. Thus, there has been 
BEING of the economy from dependence on the primary sector 
ary sector. Within the services sector, trade and distribution 
at for the largest share followed by community, personal 
ices and transport services (various issues of Economic 
UN National Accounts Statistics). Figure 30.2 shows the 
r butions of the primary, secondary, and tertiary sectors in 


sand the steady shift in this composition between 1980 and 
services. 


is observed in many other developing 
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Figure 30.2 
Composition of GDP across sectors (%) 
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increased by over 10 per cent, implying a low employment a 
Although India features among the leading services producer co’ 
the share of services in its employment was the lowest at 28.7 p 
in 2014 whereas the share of this sector in other leading service p 
countries was around two-thirds. This share increased by a mere 
cent between 2001 and 2014 and in 2017 accounted for 33.5 p 
of employment (World Bank Database; Economic Survey 2010-1 
10.1; Economic Survey 2015-16 (Vol. 2), Table 7.1 and Figure 7.1) 
of this employment has been concentrated in trade and distril 
construction, hotel and restaurants, and community and personal s 
segments. The employment trends further reveal that very rapidly gr 
service segments such as communication and financial services ha 
relatively lower employment elasticity, indicating that their growl 
mainly been based on productivity gains and technological improver 

It is worth noting that Indian data on services output and emf lo 
are subject to problems of data collection, disaggregation, and cov 
India’s Wholesale Price Index (WPI) does not capture services wh 
Consumer Price Index fails to cover it fully. An experimental price 
has been developed by the DIPP for selected services such as air, tel 
banking and port services. The aim is to initially use this serv ce 
index as a complement to the WPI and later to merge it with the 
There are efforts underway to improve statistical measurem nt 
coverage of services under the aegis of a National Statistical Comm i s 


Trade In India's Service Sector’ , 

The contribution of services to India’s trade and FDI flows h 
been growing over the past decade, facilitating India’s integration. 
the world economy. India's services exports have steadily grown fy 
mere $2.9 billion in 1980 to $6.7 bn in 1995, rising to $16.7 billid 
2000 and growing more than tenfold to $183.9 billion in 2017. Ser 
imports have also risen significantly, from $2.9 billion in 1980 to $ 
billion in 1995, rising to $19.2 billion in 2000 and further to § 
billion in 2017. India has moved to a slight services trade surp 1s. 
the years, which has in part helped offset its otherwise persis 
growing trade deficit in goods. 

India’s services exports grew at an average annual growth. 
of 23.5 per cent during the 1996-2005 period second only to Irél 
and compared to 15.3 per cent for China. However, there has bee 
deceleration over the 2005-17 period, with the average annual gro! 
rate of India’s services exports declining to 9.9 per cent, refle ing 
overall slowdown in the world economy post the 2008 financial ¢ 
and mirroring growth trends in other countries such as Ireland | 


Singapore. It is worth noting, h 
gistered similar growth dus it 
eflecting a Marrowing of the gap between the two countries in growth 

Ormance. In CAGR terms, India’s se 
y among all countries at 11.1 pe 
led the sector’s CAGR for outp 


~-£iOQd. 


owever, that China's services exports 


ig this latter period at 9.6 per cent, 


rvices exports grew the most 
r cent over the 2005-17 period and 
ut and overall exports during this 
et As a result, the share of services in India’s total exports has 
# 18.1 per cent in 1995 to over 37.7 per cent in 2017. These 
blight the export-oriented nature of services growth in the 
my as well as India’s growing competitiveness in the world 
arket and its liberalization of services imports, especially in 
90 period 

. Figure 30.3 

GR for Services Exports for Leading Services Exporters: 
1995-2005, 2005-17 (%) 
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= based on BPMS; 2005-17 figures are based on BPM6. 

5 2010-17 data has been usedas 2005-09 is unavailable. 
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h in services trade has led to India’s increased 

. a orld services market over the past two decades, 

a ng competitiveness in global services, especially 

od. India’s share in world services exports has risen 

ent in the 1980s and 1990s to 1.9 per cent in 200, 

0 and was 3.44 per cent in 2017. Its share in world 
. similarly increased from 0.7 per cent in 1990 to 2.3 
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Figure 30.4 

Share in world services exports and imports for India: selected jeunes 
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Figure 30.5 * 

India’s Average Annual Growth Rate of Goods and Services Exports, : 
1980-2017 (%) 
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India’s services exports have in general grown much more 1 , ' 


than its merchandise exports. Further, India’s penetration of the wt Wo 
services markets not only exceeds that for goods but has also risen m 
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rapidly, particularly in the latest decade. Figures 30.5 and 30.6 illustrate 
the relatively superior performance of services exports compared to 
merchandise exports, with services export growth peaking during the 
boom period prior to the global financial crisis 


Figure 30.6 


India’s Share in World Exports of Goods and Services, 1980-2017 (%) 
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.unctad.org/Templates/Page.asp?intItemID=1890 (accessed October 1, 2018) 


, 
;, the evidence clearly indicates India’s competitiveness in 
ive to goods. This is also supported by estimates of India’s 
rative advantage (RCA) in services versus goods, which 
iy ; 4 


ye age Figure 30.7 
a4 Goods and Services Exports, 1980-2017 
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show that between 1990 and 2017, the RCA for services increas 
around 50 per cent while that for goods declined by around 17 per 
Figure 30.7 illustrates the trends in India’s RCA for services 
goods 
There has been a shift in the structure of India’s services 
away from traditional services such as transport and travel to 
commercial services as shown in Table 30.2 below. The con i 
transport and travel services in total services exports declined from 
50 per cent in 1990 to around 24 per cent in 2017 while that ¢ 


commercial services expanded significantly over the 1990-2017 per 
: a 


Table 30.2 § 
Share of broad categories of commercial services exports (%), selected t 
1990 2000 2005 2010 
Transport 20.7 11.9 12.5 11.3 
Travel 33.7 20.7 14.4 12.4 
Other 45.6 67.4 73.1 76.3 
Note: 1990, 2000 figures are based on BPMS; 2005, 2010 and 2017 figures are based on P 
Source: Based on UNCTAD Handbook of Statistics online http://unctadstat.unctad.c 7 fl 


Folders/reportFolders.aspx?sCS_ChosenLang=en (accessed October 1, 2018) 


Other commercial services comprise of a wide range of servi 
including construction, finance, computer and information and 
business services, among others. The growing importance of this bi 
segment within total services exports reflects the significant ise 
the contribution of computer and information services as well as : 
business services (which include advertising, exhibitions, engine : 
accountancy, and health services), from negligible levels in 1990 to 
60 per cent of total services exports in the 2000s. a 
Thus, there has clearly been a diversification of the services xf 
basket with the emergence of modern subsectors such as fina ‘ 
communication, computer and information services. This shift rel 
the rapid export growth of the other commercial services se m e 
during the 2000s (at a CAGR of 11.4 per cent over the 2005-17 per o 
notwithstanding a sharp decline of 13 per cent in 2009 and s 0 
overall growth ever since the global financial crisis. Overall, In¢ 
services exports have become more diversified over the last decade. : 
The Revealed Comparative Advantage estimates for different rv 
segments indicate India’s competitiveness in the other services seg! ne 
compared to transport and travel services andthe concentration of & 


competitiveness in the computer and information services subset 
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(as indicated by an RCA value consistently greater than 1, though 
declining over time). Figures 30.8 and 30.9, respectively, illustrate these 


relative trends in competitiveness across broad services categories and 
ectors 


Table 30.3 


of “other” commercial services exports ($mn) and shares of selected 
categories in total services exports (%), selected years 


1990 2000 2017 


‘cial services ($mn) 2,107 11,247 139,301 
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India’s RCA in broad service categories, selected years 
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Figure 30.9 be 
_ India’s RCAs for selected categories of other services exports, selecte A y 


India’s exports of services take place through all four m : 
services trade, namely modes 1, 2, 3, and 4 as per the modal saeitan 
under the GATS.* Modes 1 and 4 are particularly important i 
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comparative advantage in skilled and labour-intensive services where 
both cross-border labour mobility and offshoring have enabled India’s 


Be) successful export performance in other business services and computer 


nd information services. 
) The significance of cross-border mobility of service suppliers for 
; ices exports is evident from the fact that in 2017, India was 
ter Canada and Mexico accounting for 554,628 non-immigrant 
ms of temporary workers and their families in the US. Within 
specialty occupation H1B visa category, India accounted 
admissions (or 51 per cent of all such admissions) and for 
racorporate transferee L1 visas (or 9.2 per cent of all such 
in 2017. A cumulative total of 2,183,112 H1B petitions were 
ns (64% of all filings far ahead of China which accounted 
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verticals such as 
design and archi ccording to | 
0 


sources, there has been a shift from onsite delivery through 
movement of service Providers to an offahore model of delivery thre 
mode 1. The offshore-onsite mix is around 25:75, \.e., 25 per cum 
the work is done globally and 75 per cent is done in India, the 
model is likely to change in future with growing focus on rob 
automation which might lead to more work being done from fr 
and only high value IT employees going to the client site (Krighy 
and RBI, 2017). 

Modes 2 and 3 are also important for India’s services exports. 
is well known for medical tourism exports, given its world clase hos 
which can provide specialized tertiary care at a fraction of the , 
developed countries and the availability of traditional and n 
treatments and therapies. It also exports other services such as ton 

_and education services through mode 2. Mode 3 is also becomin 
ingly important mode for India’s services exports with In 
panies setting up overseas subsidiaries and investment 
areas such as healthcare, education, IT, hotels, restauran 
cial services. Detailed mode-wise data by disaggregated suk 
however, not available to determine the relative signif 
evolution of these modes in India’s services exports. Hd 
| Several domestic and external barriers constrain India’s se 
exports. The main domestic barriers are in the form of infrast: 
financial, regulatory, technical, and standard-related constraint 
main external barriers are in the form of immigration and lab 
market regulations, which take the form of quantitative caps om wit 
discretionary hikes in visa fees, restrictive requirements on entry 
operations, labour market and economic needs tests, lack of recog 
of qualifications, and opposition from regulatory bodies and assoe 
overseas, among others, which affect India’s mode 4 based s be 
exports. Recently, India’s software services exports have faced inerea 
restrictions on mobility with H-1B visas becomingmore diffie " " 
costlier to obtain following a spike in “requests for evidence 
applicants, a decline in the approval rate for H1B applications, 
in visa fees and legislation which has increased the minimum 
H1B visa eligibility. Such restrictions are adversely ae RY ! a 
companies which rely heavily on sending eo: pro Yo ‘ 
US and have caused them to reduce their H1B visa filings. } 
orts have faced periodic backlas™ 
India’s mode 1-based services exp like the US, In 2009 anda 
against outsourcing in key markets like the Us. 
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several protectionist bills were introduced in the US to ban outsourcing 
of government contracts to third countries, More recently, India’s 
services exports have been affected by data protection regulations in 
markets like the BU which make data transfers to other countries mor 
difficult (Mattoo and Meltzer, 2018).Data transfers to a non-RU ona 
like India would be allowed only if the latter has a national privac mi 
equivalent to the EU's data protection legislation. India’s nestond lea 
have not passed the EU adequacy test and hence its firms would be 
required to meet additional requirements to conduct business with the 
BU market, raising costs and causing loss of business opportunities, 
With such growing threats to India’s main services exports arising 
from protectionist, technological and competitive challenges, it is 
freasingly being felt that India needs to refocus its services exports 
yonc modes 1 and 4 and beyond the IT-BPO segments. Mode 2 and 
m mts such as health, tourism, and education are seen as promising 


0 services® 

he computer and information services segment has played a critical 
a India’s integration with the world economy and in placing India 
. global services map. It has also been the growth driver in India’s 
‘sector.Turnover in the IT-BPO services industry has increased 
70bn or 6 per cent of GDP in 2009 to $152.6 bn in 2016-17 or 
© 8 per cent of GDP. The industry association, NASSCOM, has 

revenue of $350 bn by 2025. In line with the growth in IT-BPO 
as also been considerable empl in the 
yy, it is the largest pri 
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nd offshore development centres of 
ge, small, and medium-sized Indian 
he global IT services market was 52 
O sourcing market was 38 per cent 


including captive subsidiaries a 
foreign companies as well as lar 
companies. Overall, India’s share in t 
per cent and its share in the global BP 


in 2016-17. 
Figure 30.10 
ICT service exports (% of service exports, BoP), selected years 
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Source: https://data.worldbank.org/indicator/BX. GSR.CCIS.ZS (accessedNovember 30, 2018) 
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The US has been the most important market for India’s IT-BPO © 
exports, with a projected share of 62 per cent in 2016-17 followed by 
the UK and Continental Europe with shares of 17 and 11 percent, 
respectively. Other regions such as Asia-Pacific and the Middle East are 
growing as markets for Indian IT-BPO exports. = 

India’s IT-BPO exports are in a variety of verticals, including the 
banking and financial services industry (BFSI), telecom, manufacturing, 
retail, healthcare, and travel and tourism. Despite the financial crisis of 
2008, BFSI remains the most important vertical. However, segments” x 

such as healthcare and retail have shown rapid growth in recent years. 


There has also been a gradual movement up the value chainand end- 
to-end solutions being provided by Indian IT firms, with the growing 
number of offshore R&D centres being established in India and a shift 
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global delivery model wpe Indian companies are also adopting the 
Sine to take Pein y setting up development centres In other 
Meeome. irnmni vl of low costs, cater to the local market and 
Sea ION “ho ion and data protection related challenges. 
Pee” ing forced by growing competition, increased 
hoGitization of lower-end-services, and pressures on margins and 
ess opportunities due to protectionist policies in the developed 
as highlighted earlier. 
egal AT Kearney Offshore Location Attractiveness 
ile nsistently ranked highest among offshoring 
per s, due to the combination of its skill availability, favourable 
s environment, and low cost. The 2017 Index places India as the 
offshoring destination, much ahead of China which is placed 
Today, India accounts for 55 per cent of the offshore IT-BPO 
f .T. Kearney, 2017). Twenty four per cent of the 271 new 
livery centres that were set up worldwide by US based firms 
ere in India (NASSCOM, 2018).The country is expected to 
in important part of the global outsourcing market in future, 
tanding emerging competition from other developing countries 
s and challenges posed by automation. 
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»ct Investment (FDI) in India’s Service Sector 


< also been a structural shift in foreign direct investment 
Mndiz towards the service sector. The average share of services 
> from 10.5 per cent for the 1990-94 period to 28.3 per cent 
. 1995-99 period and registered a CAGR of 36 per cent between 
2001/02 and of 36.7 per cent between 2006 and 2009 
2016-17, services accounted for nearly 62 per cent of FDI 
2 billion compared to manufacturing FDI of $11.9 billion. 
onal estimates for 2017-18 put this share at 75 per cent or $28 
as Five FDI inflows into services for the January 2000-March 
‘4 stood at $222.9 billion or roughly 60 per cent of total 
EDI inflows for this entire period. Service sector 
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service sector for 2016, 2009 and 2000-05, respectively. They indicate 
that the range of service subsectors attracting !DI has expanded over 
time, as reflected in the growing share of segments such as financial, 
business and communication services in recent years, These trends reflec: 
India’s internal growth and liberalization dynamics which ac driven i 
expansion of certain services, Some significant PDI approvals in - ‘ 2 
years include Japan's entry into the Indian market for construction « 
India’s first bullet train, Amazon India’s expansion in the logistics spare 
and Google's investment plans in the area of broadband services. 


Figure 30,114 
Composition of Services FDI, 2016-1 7 (%) 
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Outward FDI from India has increased in the 2000s with servi: 
accounting for a growing share of these outward FDI flows. The shar: 
services in total approved outward FDI was 32.9 per cent for the 197 
90 period and increased to 59.2 per cent in the 1991-2001 period. In ¢! 
subsequent 2000-14 period, services outward FD! accounted for 5% pe 
cent of approved equity. Within the service sector, the most outward || 
approvals were in IT-IT enabled services during the 2000.14 period whi! 
in approved equity terms, communication and construction servi: 
were the most important (Chaudhry et. al, 2018). In several segmen! 
such as IT, restaurants and hotels, and construction, Indian firms h. 
increasingly emerged as exporters of capital. In I'T services, overse. 
investments have taken the form of greenfield ventures, such as |! 
nett up of R&D centres for work on new technologies like blockch.i: 


as Ae Bi 


C Figure 30.11b 
omposition of FDI inflows in services, 2009 (%) 
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| Services Linkages and Value-Added Contrib 
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oo .. ey in India’s GDP, trade, FDI and employment. F 
: eghaa o be sustainable, the sector needs to be well integrated with 
| : “ig of the economy, in particular the manufacturing sector. This 
el important today as services are increasingly con g an 
integral part of the production and delivery process in manufacturing, 
the initial 


from research and development and product design in 
roduction to retailing, 


stages to transport and distribution following p 
hile services such as 


repair and maintenance in the final stages w 
telecommunications and finance are required at every stage 

manufacturers typically require a full spectrum of services.® For India, 
the link between services and the rest of the economy is important given 
the recent thrust on manufacturing for ensuring sustainable growth and 
employment creation in India. Initiatives such as Make in India and Skill 
India and the vision of raising the contribution of manufacturing to 25 


per cent of GDP and to create a 100 million additional manufacturing 
jobs by 2022, highlight this focus on manufacturing. The government 
jue addition and technological depth 


also aims to increase domestic va 
global competitiveness of 


in manufacturing as well as to increase the 
ke in India portal). Services can contribute 


Indian manufacturing (Ma 
towards these objectives by adding value to India’s manufacturing 
the manufacturing sector's success in India 


output and exports. Hence, 
rvice sector's growth and competitiveness 


is likely to be shaped by the se 
as well as the latter's regulatory and business environment. 


ation trends in Indian manufacturing’ 

services value-added accounts for about one- 
third of manufacturing exports in developed countries and for 26 per 
cent in developing countries. India shows higher services value-added 
content in its overall as well as manufacturing exports ica a 
other develop tries, with most of this content being of domestic 
origin. The value-added contribution of services in exports also exceeds 
that of manufacturing. 

Figure 30.12 shows che decoenpontign ak salvesdded convent’ tn 
India’s overall gross exportsacross the three sectors of the econom 
while Figures 30.13 and 30.14 further highlight the relative eek 
| versus modern services and the significance of specific 


of traditiona! V°* 
service segments 1? gross exports, respectively. 
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vices, communication, computer and information 
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Figure 30.14 


Value at 
added Contribution by Source Industries in Gross Exports — 


| Total services | Wholesale and Financial and | Other IT and 
trade, | and storage | insurance | sector information 
repair of activities services 
motor vehicles 
| m= 2005 m= 2010 2015 | 


stats.oecd org/Index aspx?DataSetCode=TIVA_2018_ 


on https/ 


Source: Author's construction based 
C2#(accessed March 29, 2019) 

The above figures highlight several important features regarding the 
role of services in India’s overall exports. As seen in Figure 30.12, the 
share of services value-added contribution in India's gross exports across 
all sectors was over 50 per cent in 2015, significantly greater than the 
BoP based share of services exports in total exports and greater than 
the contribution of manufacturing and other sectors of the economy 
to overall exports. This is also much greater than in other emerging 
countries and is comparable to the value-added share for service 
sector-oriented economies such as Singapore and Hong Kong as well as 
developed countries such as the UK and the US. Hence, clearly, services 
embedded role in India’s exports. Figures 30.13 


play 005-2015 period, modern services have 


further shows that over the 2 
come to contribute more than traditional segments such as transport 


aad distribution services in India’s gross exports. This is consistent 
with the shift in the pattern of India’s services exports towards modern 
ents. Figure 30.14 shows that among modern services, it is IT 

ces which is the main contributing segment, and 


and information serv! = 
rtant as traditional segments such as trade 


which has become as importan 
and distribution services over time. However, it is worth noting that the 


ed contribution of IT and information services in total exports 
is much less than its share in services exports, indicating that these 


ing content 

: Datta, if we examine the 

or to overall manufacturing exports, 

ed in traditional services such as trade and 

to a lesser extent in transport and storage 
npetitive segments such as IT and information 
business services (which include R&D services and 
t activities) and which can potentially create more 

| sophistication and raise technological depth in 


Figure 30.15 
by source sectors (services and industries) 
sche manufacturing exports 
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‘a production- | 
very low “Sen epadineeramons goals of the Make in India program-show 
Figure 30.15, the val tribution to manufacturing exports. As shows in 
in manufacturi ue-added content from IT and information services 
of the contrib fe eon ee barely 1 per cent in 9015, ie., the bulk 
Likewise, th mt ria of this subsector was to India’s services exports. 
Eiateriksrin, value-added contribution of other business services to 
of the Sekai 2 gst was just a little over 3 per cent and again most 
ei ais, ution was to the service sector. In comparison, services 

ute much higher value-added content to total services exports as 


shown in Figure 30.16. 


Figure 30.16 
Value added contribution by source industries in Total Services Exports 
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Source: Author's construction based on https://stats.oecd.org/Index.aspx?DataSetCode=TIVA 2018 
C2#(accessed March 29, 2019) - a 


Some insights and inferences 

These sub sectoral trends in value added contribution of services 
yield interesting insights about the integration of the service sector in 
India’s economy andraisesome related questions. 

First, we find that globally competitive segments like IT servi 
are not contributing in any significant way to India’s manufactu a 
exports and further that India’s IT services exports are largely di en 
exported (given the high share of within segment exports). a rec y 
questions about the extent to which IT services are being levera <n 
India to improve manufacturing processes and raise efficiency. ee in 
be indicative of problems in Indian manufacturing with dastansl Z ia 

son, i ‘ Sur e, 

fragmentation, infrastructure and regulations resulting in low absorption 


re of India’s manufacturing exports. The numbers 
e relatively low R&D services intensity in India’s 
-expor , raising questions about the role of innovation 
vufactur: sector and the unrealized potential to move up 
in into more R&D intensive manufacturing. 

declining contribution of domestic transport and storage 
ed in manufacturing exports suggests a weakening link 
‘This may be due to high costs of domestic services, 
ulatory barriers, and changes in the structure and 
ion that reduce dependence on transport and 


; 


© services value-added trends highlighted earlier 
about whether manufacturing in India is sufficiently 
uuccessful services such as IT, whether the manufacturing 
u enough on innovation and value creation and whether 
nil by high logistics costs. Although there is an upward 
the contribution of services as a whole and of specific services 
tribution, transport, business and IT services to exports 
facturing industries such as transport equipment, electrical 

t and textile and textile products (three important Make in 
uistries), these shares remain very small indicating that the link 
and key manufacturing industries remains weak. the 
erating services in manufacturing production and exports 


or services-ma ‘turing link may also reflect challenges 
service sector as a whole and individual services, including 
lated to capacity, quality, regulation, the degree of 

ad modernisation in services. While it is difficult to pin 
challenges in services, existing evidence and literature 
it the regulatory environment in services, the degree 
| services markets, and policies which facilitate 
wa) productivity, efficiency and capacity in services 
anufacturin; ;and the economy as a whole(Escaith, 2014; 
Ol. ane nite States International Trade Commission, 


sié< 


Various co . 
mpetitiveness and regulatory indices for India suggest 


that there on acity to 
—_ arec strai cap. 
raints to the service sector ’s efficiency and 


contribu ; 
India Sigel other parts of the economy in India.For instance, 
under the “Bnabli is ge ba and communications infrastructure 
performance Sa Pn rade Index” (by WEF)andon the logistics 
index, which reflect isla oe the innovation and sophistication SU 
it shows a decli = paca tans ad capacity and quality in R&D services; 
by WEE). Inds ining performance (“Global Competitiveness Report 
a ndices which capture the incidence of regulatory barriers 
highlight the fact that services FDI in India remains more restricted 
than manufacturing FDI and that the overall protection level in services 
penaarns high compared to that in other countries.Hence, policy-induced 
barriers appear to be constraining the contribution of services to India’s 
manufacturing sector, notwithstanding significant liberalization of 


services since the 1990s. 


Liberalization of Services in Iindia® 

Services have been a critical part of the overall economic reform 
and liberalization process in India. Much of the recent structural 
and institutional reforms as well as the liberalization/deregulation 
strategies have involved the opening up of key services, such as 
telecommunications, banking, and insurance to attract much needed 
foreign capital and technology, and to encourage competition and 
efficiency in these areas to induce positive externalities for the rest 
of the economy. Many services, including, construction, housing and 
townships, hospitals and diagnostics, wholesale cash and carry trade, 
and computer related services, for instance, have been put on automatic 
approval route for FDI and have been fully liberalized (albeit subject to 
certain conditions and regulatory requirements). 

The most significant feature of service sector liberalization in 
India has been the elimination of government monopoly and the 
establishment of independent regulators in critical services. In 
telecommunication services, for example, 100 per cent ownership is 
now allowed for foreign firms, with entry under the automatic route for 
up-to 49 per cent and subject to government approval beyond 49 per 
cent. Government monopoly in long distance telephony and internet 
has been eliminated. An independent regulator, the Telecom Regulatory 
Authority of India (TRAI) has been established. Similarly, the insurance 
services sector liberalized by allowing foreign entry of up-to 

tic route basis. An independent regulator, the 


49 per cen 
Insurance Regulator 


has been 


y Development Authority (IRDA) has been set up 
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0 ea nag’ gy 
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orto 


; and exit conditions, relaxed norms 


t spame FDI entry caps, and inclusion of more 
ic approval route. 
etn however, not been a smooth process in 
is retail, which to date remains only partially 
. multi-brand segment, owing to strong opposition 
concerns about displacement of small retailers by 
ia ] chains. Likewise, legal services remain closed to 
ns an Stvice providers due to resistance from the concerned 
tbody. Another service sector where there has been much 
is higher education. Legislation has been proposed to 
ri peeraaear man ti peanlen 6. 2 tl degrees 
= ‘t to certain conditions. This bill has raised concerns over 
‘sta equivalence, consumer protection, regulation of 
rs, and likely impact on public sector institutions. 
the debate concerning services liberalization has centered 
tradeoffs and impact on domestic 
t has 0 become evident that services liberalization needs to 
ipan es ne regulations and reforms and 
ato frameworks and regulatory capacity, if the 
O1 | are to be realized and the potential adverse 


lin the WTO services negotiations. It 


in the services negotiations on temporary 
se providers (mode 4) and cross border 
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supply of servic wes 
red (GATS). fn pong 1) under the General Agreement on Trade in — 
other devel opltig cou , India made a joint submission along with several nes 
with the aim of aiatine for a Service Provider Visa under the GATS, 
Miitiet Actees for intra- g and ensuring more predictable and transparent 
ghd independent prof any transferees, contractual service eis 0 
ele 4 tin 2004 Be essionals. India also submitted a joint ProP on 
pe : aaa cure market access in outsourcing across 4 wide range 

“a oe tig va potential protectionism in this area.*° 

eas tro a Round request-offer process, there was peer 
, m key WTO member countries to make binding and 
more liberal commitments on commercial presence (GATS mode 3) 

across a wide range of services. India received requests from sever 
developed countries to multilaterally bind in the liberalization it has 

undertaken autonomously in sectors such as banking, insurance, an 
telecommunications, where India’s commitments fall short of the 
existing levels of liberalization. India also received requests to openother 
services such as retail, higher education, legal and accountancy services 
to foreign commercial presence. India has largely taken a quid pro 
quo approach to the services negotiations, 1.€., offering to exchange 
commitments on foreign commercial presence in return for market 
access in modes 1 and 4. In its August 2005 revised services offer, it 
significantly improved upon the earlier commitments on commercial 
presence, aligning its offer more closely with autonomous liberalization 
initiatives in services. However, with the stalling of the Doha Round 
ffers have not been converted into legally binding 
s.Other important multilateral developments involving 
services include the Trade in Services Agreement (TISA), a plurilateral 
ement among 23 like-minded countries, which account for more 
than 70 per cent of global services trade, in which India did not agree 
nan participate (European Commission portal). More recently, in 2017, 
India reinvigorated the services discussions by submitting a draft 
text on Trade Facilitation in Services(TFS) which aimed at addressing 
behind-the-border administrative and procedural barriers to services 
trade and to make existing market access commitments under the GATS 
_ Following comments and suggestions from WTO members 
India revised its proposal and moderated its level of ambition “af 
- ation of this agreement only to existing commitments 
heduled under the GATS. While the TFS text has given a direction 

: negotiations in the WTO, the outcome remains ’ 
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ys been a of multilateralism, with 

teral negotiati India has increasingly turned 
bilateral and regional trade ¢. In recent years, 
which go beyond 


s to cover services, investment, labour mobility, and other issues 
hich hav » a bearing on services trade. This trend commenced in 2005 
th the entry into force of the India-Singapore CECA followed by 
ral comp! ve bilateral agreements in succession with Korea 
0: , with Japan and Malaysia in 2011, and the expansion of the 
existin g ASEAN-India FTA to include services and investment in 2015. 
Seve al agreements are at different stages of negotiation, including with 
the EU and Australia. India was also engaged in negotiations with the 
al Comprehensive Economic Partnership (RCEP) grouping , which 
ts of ASEAN, Japan, Korea, Australia, New Zealand and China), 
decided to pull out of this agreement in 2019. 
_all these FTAs, India’s aim is to facilitate investments in various 
from its partner countries in return for securing its interests in 
‘such as IT-BPO and various other professional services, mainly 
1 easier access for Indian service suppliers to these markets. The 
5 view is that India’s main interest and competitive advantage 
ices and that concessions it makes on goods can be traded 
t concessions it can secure from partner countries in services 
s such as mode 4 and mode 1. Increasingly, however, 
countered due to the difficulties in obtaining effective 
services from India’s FTA partners. Figure 30.17 shows 
ia’s FTAs over the 1948-2018 period. 
of the sectoral coverage of commitments shows 
d its partners have either bound the status quo °' 
§ plus commitments in terms of the number of services 
| subsect scheduled. Some schedules go beyond the offers 
ne Doha round request-offer process. Available evidence 
,owever, that these commitments have not translated into 
access. This is because the commitments remain 
tions due to behind-the-border regulatory barriers 
ion of discriminatory national policies. Mobility °' 
ins undermined by recognition and qualification 
nce of MRAs with partner countries in selected 
, employment laws and discriminatory practices. 
tists have been included in these FTAs, discussions 
uthorities have not taken off. It is increasingly 


s services agreement may not yield major market 
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ransparency and easing of — 
asi ip ; ng of regulatory barriers while continuing 
steps to boost its own competitiveness. it 


Figure 30.17 
India: Evolution of FTAs, 1949 - 2018 
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‘COVID-19 and India’s Services Sector 

A major development that has shaken the world is the ongoing 
Covid-19 pandemic. Due to severe disruption in economic activity and 
collapse in demand around the world, the global economy is expected to 
witness a deep recession. The Indian economy is projected to undergo 
action, coming oD the back of an already weak economy. 
he World Bank's Global Economic Prospects report, India’s 
by 3.2 per cent in 2020-21 followed by a moderate 


y Tae 


According tot 
GDP will contract 
recovery in 2021-2 
dia’s services sector 
Recent trends suggest that the services sector has been badly hit 
emic and that the sector will face a difficult time in the 
In April 9020, the IHS Markit India Services Purchasing 
> Index (PMI) crashed to an all-time low of 5.4 from 49.3 in 
d recovered only slightly to 12.6, in May 2020. An index 
foreign demand for services fell to an unprecedented level 
developments in recent months reflect a drastic reduction 
tivity due to the closure of businesses and collapse in 
c and overseas demand.They capture the immediate 
ices such as aviation, tourism, and hospitality aia 


of 0. These 
in services ac 
both domesti 
brunt borne Py 


ave registered declines of 

ly in April 2020 relative to the 

rt and travel restrictions and the 
ish™ ents, services trade has been 


and jobs highlight the severity of the 

r instance, initial estimates suggest thar 

ted to lose $3.6 billion in the first quarter of 

| likely to see a 40-50 per cent drop in revenues 
d hospitalit industry could experience revenue looses 
scal year. The associated job losses in the service 

ye significant. A to Care Ratings Ltd., the trave! 
ir du ; " could witness 35-40 million in job cuts.* The 
ses challenges for India’s leading IT companies which 
banks and retailers and are projected to 


’ ine in their profits. Given the significance of the service 
owth driver and shock absorber for the Indian economy 


nav implications for India’s growth, jobs, pove'') 
nd macroeconom, stability in the near future. 


and issues in Services 

de, however, the pandemic potentially throw 
for Indian services sector companies. In ¢! 
erts have noted that Covid-19 may becom 
it will usher in major changes in contré 
models, and will also speed up the adopt 
cing deals are likely to shift more rapi¢ 
pressure to digitally transform combin 
traints on the part of companies arou 
outsourcing, which would benefit Ind. 

ards hybrid models of work where rem 

r part of the delivery model in future 2 

‘ services contracts, may in turn he 

pool and lower costs. The shift towa: 

_ change the offshore-onsite deliv: 


} e leverage some of these changes in work paradigms. 
for setting up overseas commercial establishments OF . 
nefit MSMEs and 


for cross-bor 


be 


movement of service providers could also potentially 
e burden. However, 


start-ups, by lowering costs and regulatory complianc 
these changes will also require Indian services companies to address 
certain challenges such as data protection which will affect cross-border 

latter will in turn require 
f and appropriate 
n Bill. There may 
blockchain, 


supporting domestic legi 
modifications to the pending Personal Data Protectio 
also be increased application o 
and automation which will re 
Thus, services companies in In 

these changing requirements. 
Another area where there are likely to be growing opportunities 
trials research and 


is the healthcare sector. Segments such as clinical 
testing, diagnostics, and health related data analytics could see a 


spurt in demand in the coming years. COVID-19 has highlighted the 
importance of collaborative research and cross-border engagement in 
R&D and clinical trials. India can leverage its existing strengths in the 
pharmaceutical industry and its scientific and technical manpower 
to tap into these opportunities. With greater focus on health sector 
preparedness and capacity, there will be increased overseas demand for 
doctors, nurses and paramedical staff, creating opportunities for mode 
4 (temporary movement of service providers) based services exports 
from India in the health sector. Again, India’s ability to realize these 
opportunities will depend on its ability to augment capacity and quality 
as well as proactive steps such as bilateral government-to-government 

arrangements to facilitate the mobility of health 


and institutional 
ermining domestic availability. 


workers without und 
These are but a few examples of new opportunity segments 


and changing models of delivery in services. Going forward, it will 
be important for the Indian government to undertake a 7 a 
examination of individual services to identify strengths and weakne 
inst a changing global environment. Existing schemes suc "gin 
Champion Services, Start-up India, and the AatmaNirbhar pa - 
announced recently, could be used to prepare domestic poo Rill 
upgrade standards. International negotiations in services ea Agag 


tegically used to leverage these opportunities. 


duce the depende 
dia will need to resilient and 


c unrestricted data flows between countries: 
er, as services are subject to many domestic regulations, there ha: 
n lir Le meatead ygpieal tgiiednens Covering 87 in 
ey a bilateral and regional agreements covering services, 
ppg jew ts made and received by India improve upon 

the G: itn in terms of both scope and depth. However, 

Ti Titty dagyiets ten India has not been able to 

‘ss in services from its FTA partners. Hence, a+ 

$s vice 2 comme pela need to strategically pursue 
service sector and also focus on upgrading domesti 
eons the business environment to better leveray« 

yugh exports and investments. 

mn, however, reveals several points of concern about the 

n of India’s services growth. One key concern i: 

iva Cried a commensurate amount of employment 

gely on exports of skill-based services. Hence, its ability 
Tabour from agriculture remains limited unless it 
br ed. The sector also exhibits weak value-adde: 
sectors of the economy such as manufacturiny 

om adoption of new technologies, busines 

n play a small role in India’s manufacturiny 
ervice | as opposed to services-manufacturing linkay: 
. al services-manufacturing linkage is much stronger 
Kis likely to strengthen in future with the emergence «' 
automc > and electronics where there is more scope fu: 


es betw 

oe balanced, e puisauhe Gal and manufacturing are required 
isa spillovers for pro ae or and employment-oriented growth, 
the economy. India will mae sah competitiveness to the rest of 
and particularly its more c o leverage its growing service sector 
effectively for the benefit oF aes ae segeanit. WISE services 0r* 
a focus i increasing effic e rest of the economy. This will re 
the manufacturing Ewe, - India’s services sector as an input to 
manufacturing for the global ais ei is to move into higher value _— 
ees developing capacit rket, the goveriinees eae 7 00h 
gi those iced euch i eau two broad clusters of services; first, 

> éeamectivi port and logistics which directly enhance 
pias ae ty and efficiency in trade and second, tho rvi ch 
ee R&D and business support services which add val tg: zy ie ic 
nhs and enable product differentiati ; = to 1 ca 
eG etd cad jation and internationalization. Such a 
oo require investment in transport and digital infrastructure, 
oe reducin : “ regulatory restrictions that affect services both at the border 
: and nd be ind- the-border, and steps to strengthen and sustain India’s 
Be advan aN tage in knowledge and skill-intensive business and professional 
| _ services by liberalizing these segments and encouraging competition 
a _by harmonizing and internationalizing domestic standards and by 
emphasizing innovation.Finally, in a post-Covid world which will 


witness increased demand for digitalization of services and offshore 
and the Indian government will need to alter 


=f _ delivery, Indian companies 
their domestic and international strategies to take advantage of new 
“opportunities and address associated challenges. 
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Infrastructure and 
Economic Development 


Introduction 

Infrastructure is the back bone for any economy. The extent and 
quality of infrastructure determines the ability of the country to utilize 
its comparative advantage and enables cost competitiveness. Given the 
strong backward and forward linkages and the positive externalities 
that infrastructure generates, it can be a vehicle for social and economic 


transformation. 
telecommunications, roads, 


Infrastructure services—electricity, 
itical to the development of a strong, 


rail, ports, and airports—are cr 
modern, and efficient economy (Lal and Anand, 2014). High costs of 
bution arising from inadequate and 


production, processing and distri 
inefficient infrastructure can prevent the economy from realising its 
full growth potential regardless of the progress on other fronts. Lack of 


access to basic transportation, energy and communication services will 

not only make living conditions difficult but also make participation in 
any modern economy impossible. 

The need for building 21* century infrastructure—multi-lane 

ral roads, railway line, airports, ports, 


highways, all weather ru 
telecommunication, well functioning cities and electricity—is well 
recognised. Governments have traditionally been well aware of this and 


igh priority to investment in sectors such as railways 
> 


have accorded hig 
roads, power, telecommunications, ports, water supply, sanitation and 


sewerage and airport 
Also there is 4 wi 


is becoming 4 drag on 
growth could be high 


bottlenecks were removed. 


s. 
despread consensus that inadequate infrastructure 


the economy. It is estimated that India’s GDP 
er by two percentage points if infrastructure 


Gol, 1997) popularly called the 


 (RMC) Report, set the agenda for reform of 

‘The report and the discussions that followed 

nsensus that India’s problem was that of poor 

y back development. The RMC Report served to 

-e of bringing in the private sector into most 
2012) 


for in re development need to consider a 
and trade-offs. The goals of ensuring an affordable 
equate quantum of services to consumers will have 
the large scale of resources that will have to be mobilised 
Dal of time. There are also issues relating to availability of 
ateria and skills for the execution of projects. There is a need 
dinat and comprehensive strategy for the development of 
ure, We may now look into some of the considerations that 

pact on India's infrastructure development strategies. 

BR NOY Ae 
rkets and Financing 

veloping countries, the development of basic 
a primary policy goal in India, in its quest 
at. However, for a variety of reasons the 
1 India had become public sector dominated. ‘he 
» public goods nature of infrastructure services 
jility, elements of natural monopoly in the 
ng-term investments before commercially 


the highly capital-intensive nature of the 


ir op in ports, civil aviation and 
growth of these sectors. In the case o! 
. energy sources such as wind 
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However, there 
in the * cee oe _— in attracting private 
elect 

heen a for eee ini aa all city, although the stage 
ae haagmedio begun operations under ‘build, operate and 

se gecal - its variants in the development of roads, airports 

aie mcs ough major and medium irrigation projects remain in the 

ales PPP (public-private partnerships) are becoming established 

egy for infrastructure development. 

The share of the public sector in GCF (gross capital formation) 

in EGW (electricity, gas and water supply) was as high as 95 per cent 

by the end of the 1980s. In the case of railways and communications 

(including telecom), the share of the public sector in GCF by the end of 

the 1980s was nearly 100 per cent. In the case of transportation, 

than railways, the share was relatively lower at 47 per cent, thanks to the 

presence of a large segment of motorised transportation in the private 

sector. The prominent role of the public sector was 4 key strategy for 

infrastructure development in India well into the end of the 1980s. 

The change in policy regime that occurred in the early 1990s, 
essentially moving to more market-oriented solutions and to a more 
open international-trade policy regime, also led to a change in the 
strategies for infrastructure development. Private sector participation in 
infrastructure development was actively pursued first in the electricity 
and telecommunications sectors. New institutions were created to 
regulate the industry to ensure competition and, at the same time, 
ensure the commercial sustainability of operations. 

By 2005-06, the share of the public sector in GCF had declined to 77 

W and 41 per cent in transportation other than railways in 
The share of public sector in GCF for all 
cture sectors—EGW, railways, other 
bined, dropped from 44 per cent in 


nergy and small 
to have 


per cent in EG 
which it remained 100 per cent. 


the three main groups of infrastru 
mmunications—com 


transport and co 
in 2005-06. 


A number ° 
infrastructure- The 
liberalisation of access to international financial markets 

, 


institutions, ' 
simplificatio™ of FDI (foreign direct investment) rules and extendin 
fiscal support to PPP projects to improve their commercial viability ia 
—. lage basher yx, ¢ has been to increase access to Bhdctal 
markets 2° tacal Sopemenee ™ make private investment 
attractive in nts 


d provide 
the margin. 


riatic ng across tegions with respect to 
icture services. Development of industries and 
| 2 only if core infrastructure services are available 


apport in terms of tax incentives and subsidies is 
dressing the disadvantages faced by less developed 
fe 01 npetition and new technologies now appear to be 
xpanding access across regions and reducing tariffs. 


nt of Sectors 
nature of infrastructure services makes it necessary 
vide the benefits of these synergies. Links between 
s of transport, between energy and telecommunications, 
y and irrigation or linking ports through roads and rail 
nd and so on are essential for deriving the full benefits 


yand-led Development 
ructure ahead of demand for services is an option 
; to high levels of savings. Creating an infrastructure 
° costs of these services to the users and in turn 
In the Indian context, resource constraints have 
ture development in general has lagged behind 
the inadequacy of infrastructure being evident. 


d Inputs in Infrastructure Building 


ly long life of infrastructure assets means that the choice 
ys an i npo ant role in keeping the cost of services over 
low; it also enables exploiting the maximum 
stments. Technology choices also influence 
cation of infrastructure relative to producers 


BCONOMicC DEVELOPMENT ; ool 


: be considered in creating an efficient rae .cture that 
ee of Indian producers in global markets 


eA ng appropriate input supply chains including necessary 
ources is a prerequisite for the efficient planning and execution 
ructure projects. India has developed production capacities in 
ne key input industries including engineering. It also has a large 
a infrastructure but the need for a skilled labour force both in 
ng and execution of projects has increased Training 
. ble manpower in the best practices of the sectors has to be part 
trateg) for accelerating the pace of infrastructure development. 
‘in ever, also necessary to point out that access to competitive 
Hiona markets has been recognised in some cases where import of 
sachinery has been allowed at low rates of tariff. 


ance and Infrastructure 
G en the considerations of universal access, the impact of 
Jopment and resource constraints, infrastructure development 
transparent and effective mechanisms of governance. Regulatory 
butions, dispute resolution, approval processes and political support 
he processes are needed to sustain infrastructure development. India 
4 new institutions to meet the requirements of accelerating 
t. Given the federal structure of 


nace of infrastructure development. Given © leral 
snance in the country, greater coordination in policies is needed to 
itat both investments and execution of projects. 


oe a ture Pipeline ( 


Private Partnership in in 


ead 


NIP) 
frastructure has been an important 


of investment in the sector. As per the database of the World 
ha a participation in infrastructure, India is ranked second 
Sng pri e Se agntries th by the number of PPP Projects as well 
g devel ai nvestments. Much of the Indian success in PPPs is 
— ust institutional structure, financial 


Jatt nt of rob 

ae _ er Se endandized documents, both process documents 
t, a om ne for Qualification and Model Request for Proposal as 

ode! Request aocuments like the Model Concession Agreements 

en sectors ; } 

fa Priva partnership Appraisal Committee (PPPAC) which 
Zags . - a] of PPP projects has cleared 66 projects 

ey ul ch ¢ ¥137218 crores from 2014-15 to 2020-21. 


Le? eh 
oy he Se Pure 7 
o- 0:5 Se 6 ~ J A 
¥ ia oe S'e +; Z x 
ee eee hae P = hae 
Dene rer tes ACRAL hh ee, ee Fa 8 6 ee aD oh B-e HeN 
: . ni xa, lls 


et mowmber 2020 
» a ad revamping of the Scheme for Financia 


z more PPP projects and facilitate private investment 
r social sectors such as health, education, waste water, solid waste 
supply etc. 
‘tn order to achieve the GDP of $5 trillion by 2024-25, India needs 
to spend about $1.4 trillion over these years on infrastructure. During 
; 2008-17, India invested about US$1.1 trillion on infrastructure 
the challenge is to step up infrastructure investment 
tantially. Keeping this objective in view, National Infrastructure 
* (NIP) was launched with projected infrastructure investment 
and €111 lakh crore (US$ 1.5 trillions) during FY 2020-2025 to 
ide world-laas infrastructure across the country, and improve 
sality of life for all citizens. It also envisages to improve project 
or attract investment, both domestic and foreign in 
; NIP was launched with 6,835 projects, which has 
dd to over 9,000 projects covering 34 infrastructure sub-sector: 
ing the fiscals 2020 to 2025, sectors such as energy (24%), road» 
urban (16%), and railways (13%) amount to around 70 per cen! 
t E-projected capital expenditure in infrastructure in India. Sector 
e break-up of the pipeline for the period 2019-20 to 2024-25is giver 
23. NIP has involved all the stakeholders for a coordinated 
) infrastructure creation in India to boost short-term as wel. 


por ae. 


Pipeline (NMP) 

: ities deweloped the ‘National Monctisation Pipeline (NM 

; es teh getcecnne an ministries. Reset 
A, entails a limited period license/lease of an asset, owned 
mt or a public authority, to a private sector entity for a: 
iodic consideration. The private sector entity is expecte 
‘Maintain the asset based on the terms of the contract 


ame returns through higher operating efficiencies and 
erience. Funds, so received by the public authority, ar 


INFRASTRU 
OS is vinany AND ECONOMIC DEVELOPMENT 
Desa Ad OR en cen one Nene eee 845 


at awh ees SR ee Se ee 


Sie ane mm new infrastructure, or deployed for other public purposes. 
ntracts include provision for transfer of asset back to the 
authority at the end of the period. 

ie ™ ae asset pipeline has been prepared to provide a comprehensive 
© investors and developers of the investment avenues in 
infrastructure. The pipeline includes selection of de-risked and 
brownfield assets with stable revenue generation profile (or long 
rights) which will make for an attractive investment option. Total 
indicative value of NMP for core assets of the Central Government has 
been estimated at %6.0 lakh crore over 4-year period (5.4%t of total 
infrastructure investment envisaged under NIP). 


Differences in Infrastructure Building Between India and China 


Infrastructure Spending Accelerated in China in the Mid-1990s 


India spends 5 per cent of its GDP on infrastructure development 
compared to China's 9 per cent. China, with its high economic growth 
rates and higher savings rates, was able to allocate much larger 
resources for investments in general. The higher savings rate provided 
greater scope for investments from domestic sources. In 1980, China 
saved 35 per cent of its GDP, whereas India’s savings rate was less 
than half at 15.5 per cent. According to the ‘World Development Report 
on Infrastructure’, developing countries, on average, invested 4 per 
cent of GDP on infrastructure (World Bank, 1994). The gap between 
infrastructure investments in China and India is widening not only as a 
share of GDP, but also in absolute levels, given that India’s GDP is only 
one-third that of China's. 

The substantial difference in the pace of building infrastructure 
between India and China may have several explanations. The difference 
in the method of financing provides an interesting comparison. First, 
effective user charges for infrastructure services are much lower in India 
than they are in China. Hence, the subsidy to users of infrastructure 
services in India is significantly higher than in China. The power sector is 
the most pertinent example in this regard. 

Further, India is significantly more dependent now on foreign 
debt financing for its infrastructure sector development. The Chinese 
have had greater success in tapping FDI and also equity markets for 
; ture financing. 

Be on ose cent, the share of budgetary contributions and, hence, of the 
n the infrastructure finance chain is more than 2.5 times 


t component i : — 
- in India than in China. This 1s a corollary to the fact that the subsidy 


*f » RR ; 
: \ Tey 
“> iit URW see 


a in wren , funding at the level of su 
jor te and central governments 
for example, have \ed wv, 
re, (NCAER, 2010) 
vi ed for end-users in China is widely 
nt uni ive of state-owned enterprises +n 
Fee d amet retarns to their 
| , the burden of the subsidy, which is a 
h y, falls on the exchequer. The poi: 
takin g the case OP idettsiciey, tn China, the average 
d from US 5 cents/kWh to US 9 cents/k Wi" 
ot US 1,5 cents/kWh to US 11.7 cents/kWh 
sidy implicit in the infrastructure financing cha 
ich to protect the end-user but to incentivise ‘> 
pacity. In India, the subsidy is intended primarily © 
: services affordable to a wider class of consurner: 
ce, subsidies also cover up for the inefficiencies an« 
es of state-owned service providers and ied 1 
the equity of private investors in India. 
two decades, fiscal constraints on the one hand 
efficiency gains from competitive markets on °' 
sharp change in India’s strategies for infrastruc: 


e for private sector in infrastructure building © 
lly in areas which were earlier managed soley 
he transition has required numerous change 
| york, in policy and in monitoring of progre 
ares in attracting private investment into 
ors; first in telecommunications, then in ports » 


ividual projects in the other sectors. 
bien technological developments that have ma 
yelopment faster and more cost-effective Mo! 
ale. Further, improvements in construct 
3 d power generation, and the emergen: 
Ja power generation plants have also meant tha 
ture development can be much faster than '' 


ational experience in PPP in the supply ©! 
as also influenced the strategic shift to a greater 
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n order 
a abetantial step up =e and sustainable growth, there has been 
transportation, ener Pp of investment in infrastructure mostly on 
infrastructure Sines Tinea t cation, housing & sanitation and urban 
certainly help in eoeatti 0 investment on infrastructure sector will 
out in Economic Sur g jobs both directly and indirectly. As pointed 
ahead vey, 2017-18 (Volume II, Chapter 8), india is fat 
of many emerging economies in t { idi ualitative 
transportation related infrast in terms of providing 4 
Outlook reflects that risi vapheneeanes However, the Global Infrastructure 
Misly to further d at rising income levels and economic prosperity is 
over the next 25 rive demand for infrastructure investment in India 
Q , years. Around US$ 4.5 trillion worth of investments 
1s required by India till 2040 to develop infrastructure to improve 
economic growth and community wellbeing. The current trend shows 
that India can meet around US$ 3.9 trillion infrastructure investment 
out of US$ 4.5 trillion. The cumulative figure for India’s infrastructure 
investment gap would be around US$ 526 billion by 2040. 

There has been massive under-investment in infrastructure sector. 
The reasons behind the shortfall in investment were: collapse of Public 
Private Partnership (PPP) especially in power and telecom projects; 
stressed balance sheet of private companies; issues related to land & forest 
clearances. The need of the hour is to fill the infrastructure investment 
gap by financing from private investment, institutions dedicated for 


infrastructure financing like National Infrastructure Investment Bank 
utions like Asian Infrastructure Investment 


(NIB) and also global instit 

Bank (AIIB), New Development Bank (erstwhile BRICS Bank) which is 
focusing more on nable development projects and infrastructure 
projects (Economic 


Specific Bottlene 


sustai 
Survey 2017-18, Vol.II). 


cks in Executing Infrastructure Development 
The infrastructure sector in India is faced with many bottlenecks 
at all stages of development, from project approval to construction to 


contract implementation to management. These problems appear to 
stem from poor governance. There are significant hurdles in achieving 


the targets set by the government. 


Inadequate Regulatory Framework Leading to 


Time and Cost Overruns of Projects 
Most of the infrastructure projects in India suffer from delays in 


completion. This is mainly due to an inadequate regulatory framework 
and inefficiency in the approval process. Infrastructure projects require 
multiple sequential clearances at various levels of government. As an 
illustration, more than two years were needed for the Gujarat Pipavay 


ial ae te 
ate I eR 
CAIN IE 
Se 


ee hedcdution mechanisms is another bottleneck 

t of infrastructure sectors. Disputes often lead to 
n and substantial project delays. An important factor 
t implementation of investment plans is the land 
Aelieaabractire projects require an efficient process 
» to be in place with adequate checks and balances for 


relatively large. As many of the infrastructure projects are 
» be outsourced and monitored by government agencies, it is 
it there is adequate capacity to manage these projects. There 


strengthen capac capacity, especially at the state and lower levels 
: development form a large component of 


g linkages that the various sectors of the economy 
astructure show that infrastructure development has 
effects; inadequate infrastructure will retard growth 
SE erties will also imply that sectors such a» 
ae See adversely affected leading to loss of gain* 
in terms of employment. 


rt ve 


RE AND ECONOMIC DEVELOPMENT 


=i ig aie euhae cir fs Ee 


tesa rin. 


a 


ie) tes i E 
3 bi : the required levels of investment, either from the public sector OF the 
fi ‘Private Sector. Whether it is roads or telecom, water or power, warehousing 
Ai ead banking, the latent needs of rural India far exceed the supply. 
one % _ Lately, corporate India is rushing to rural India to unlock its 
__ @conomic potential. ITC and HLL started their journey a long time 
re back to sell their products. Reliance India Ltd. and Bharati Group are 
_ venturing into commercialising the agricultural sector of the country 
_ to unlock the wasted potential of the country’s farms and making 
_ India one of the biggest exporters of fruit and vegetables. The = is to 
connect India’s farms with the world by modernising the supp chain. 
Improving rural productivity will require significant investment in rural 
infrastructure and these corporate houses are ready to do so. However, 
public investment in irrigation and watershed management as well as 
ter expenditure on rural roads to improve access and connectivity 
: be the key to improve productivity. 
Be covenen: o rural infrastructure is crucial for broad-based 
inclusive growth of the economy and for bridging the rural-urban 
divide. The government has launched in 2005, a special programme, 
Bharat Nirman, for upgradation of rural infrastructure which aims to 
yp e electricity to the remaining 125,000 villages and to 23 million 
households; to connect the remaining 66,802 habitations with all- 
os ds and construct 146,185 km of new rural roads network; 
Be artcking water to 55,067 uncovered habitations; to provide 
Betton to an additional 10 million hectares; and connect the 


‘remaining 66,822 villages with telephones. 


& Committee on infrastructure 
i In order to provide direction to the effort to prioritise infrast 4 


' ing, especially the PPP effort, Government 
? anor eanetecal we Infrastructure (Col) in August 2004 

constitute Antes ship of the Prime Minister, with the objectives of 

_ wnder the c o ‘es that would ensure time-bound creation of world class 
ge initiating pola delivering services matching international standards, 


cures that maximise the role of PPPs and monitoring 
developing bey inf structure projects to ensure that established targets 


‘ progres* of The Col is serviced by the Planning Commission through the 
are re t fo r the Committee. 
A PPP Appraisal Unit (PPPAU) has also been set up to appraise PPP 


from Central and state/UT governments for VGF under 


+ bua KAPILA (ED,) 


rine NDS = S10 


g Ce bei elvelag long cr. 
cture Ad Wal treaty vk long 
des financial assistance up to 20 per cent 
h direct lending to project companies and 
g banks and fin ] institutions. ITFCL raises funds from 
‘ic and overs: ‘markets on the strength of governmer: 
which are extended, if considered necessary. 
24x7 pov r across the country by 2019, several decisions 
n for increasing power generation, strengthening of 
+ eagle separation of feeder and metering of 
s. The Electricity oe 


D if ey (Economic Survey 2014-15, Vol. 2). 


J into Major Infrastructure 
wmment has put in place a liberal FDI policy, under which 
) per cent is permitted under the automatic route in most 
tivities. Further, the FDI policy is reviewed on an ongoing 
‘a view to making it more investor-friendly. Significant 
® been made in the FDI policy regime in recent times 
‘that India remains an increasingly attractive investment 
As a result, total FDI inflows into major infrastructure 
zistered a growth of 22.8 per cent in 2013-14 as compared to 2 
Ae 60. 9 per cent during 2012-13. Sectors recording positive 
ed railway-related components, telecommunications, +" 
ing air freight), and power. 


Development in India: A Macro Perspective 
for infrastructure development for economic prosper''\ 
gr ion cannot be overemphasised. Lack of infrastructur< 
rs in reduced economic output, it also translates int: 
7 in terms of time, effort, and money for accessing 
s such as healthcare and education. Rapid economi 
gel has put enormous pressure on existin: 
y in transport, energy, and communications. 
infrastructure will continue to be 2 
and an obstacle to poverty reduction. In other 
is to ensure strong, sustainable, and balance 


Challenges and Outlook 


“ae oe One of ; 
PS the major requirements for sustainable and inclusive 


3, eee at halal an extensive and efficient infrastructure network, It 
phy critical ective functioning of the economy and industry. The 
key to global competiti : gis i 

: ; petitiveness of the Indian economy lies in building a 
, high class infrastructure. 
se aes As with any aector, growth of the infrastructure sector has two 
_ dimensions: growth in its output and increment in its capacity through 
_ mew investment. While the year-on-year growth of infrastructure 
output is important in its own right, it is evident that the addition to 
capacity is a critical determinant of the potential output of production 
sectors. Though physical infrastructure may appear to be a constraint 
on growth at present, at the same time, if investment is forthcoming 
” into this sector, it cannot only help sustain growth in the production 


ner sectors, but may very well be ‘the driver of growth and employment’ 


BY especially in housing, stimul 


a) through its multiplier effects. Just as growth of the construction sector, 
ated growth in certain segments of the 
: : ‘industrial sector in recent years, similarly investment in infrastructure 
aie cannot only support growth but has the potential to drive growth in 
other sectors. This is because the growth prospects of the production 
‘ sectors that include agriculture, industry and services are becoming 
closely intertwined with the growth of the infrastructure sector. Indeed, 
the growth of physical infrastructure cannot only help in ameliorating 
some of the supply-side constraints over production, but also stimulate 
domestic demand for goods and services that is essential for growth. 
Brom a macroeconomic perspective, a high level of investment in 
tam the infrastructure sector is essential for the overall revival of investment 
~ dimate which may finally lead to sustainable growth in an economy. 
Pe ‘There is a strong case for forcing collaboration between various 
: - ministries to focus on the issues of intermodal imbalances and 
Eta ta ivity. Australia, Brazil, Canada, Germany, Japan, Russia, and the 
ee US, which collectively carry more than 90 per cent of the world’s rail 
freight outside India, all now have pte agora: ministries. Even 
China has recently expanded the ambit of its Ministry of Transport by 
Ne together all transport responsibilities except railways. India 
eth seriously think about vag gr T EFAs ms separate transport 
é; te , : ses (roads, ports an shipping, railways, civil aviati 
i gh . ted national transport policies. 


a pere of GDP ($112 billion) 
e yale reforms could generate 
n oa up to about 40 per cent of the gap” 
) per cent or so that remains will have to 


oo on infrastructure while 


th private investors (via PPPs). The government can also 
rt he corporate bond market for sustainable financing of 

s~ 
to scale up infrastructure spending by the government 
onsible way, so that it remains sustainable, Bhandan 
the following recommendations: 
cl ing government expenditure from current expenditure. 

h things as wages and salaries (running at 11.4% of GDP 
ently), to capital (1.6% of GDP), without abandoning the 
fiscal glide path. Targeting subsidies at those who really need 
hem and weeding out sub-scale legacy expenditure schemes 
can lower the current expenditure bill. 

n B revenues by removing the many exemptions and 

ions in the current GST structure. 
1 Piidhrs, i.e., selling additional spectrum, disinvestment 
fades sector and monetizing government landholdings. 
ng the proceeds to invest in new infrastructure projects 
ag capital by selling/auctioning brownfield assets and 
ing proceeds to finance greenfield infrastructure. 
: ane, , user charges for infrastructure services with greate! 
pte crn will also help. 
s broad consensus that getting PPP models right is critica’. 
; of PPPs over the last two decades provides 
o talieve that it is time to revisit the governance and 
cture of PPPs in India. 
ea an important finance vehicle for investment. 
ts (like Basel III) and the inherent maturity 


ieee 
° 


ie 
Pe 


¥h 


 , “a “> be 


quality of infrastructure spending, removing procedural tle! 

stency in 

4 eed to be 
urgently addressed in this context (Bhandari 2019). 

India recently launched the National Infrastructure Pi 

period FY 2020-2025 (Box 31.1). 


for the 


Box 31.1 
National Infrastructure Pipeline 2020-2025 


growth. To achieve the GDP of $5 
$1.4 trillion (7100 lakh crore) over 


Investment in Infrastructure is necessary for 
trillion by 2024-25, India needs to spend about 
these years on infrastructure The challenge is 
investment so that lack of infrastructure does not bec 
the growth of the Indian economy. To implement an In 
scale, it is important that projects are adequately prepared and launched. 
To draw up the National Infrastructure Pipeline (NIP) for each of the years from FY 
2019-20 to FY 2024 25, an inter-ministerial Task Force was set up in September 
2019 under the chairmanship of Secretary (DEA), Ministry of Finance. 
NIP is expected to enable well prepared infrastructure projects which will create 
jobs, improve ease of living, and provide equitable access to infrastructure for 
NIP alse intends to facilitate supply 


jusive 
all, thereby making growth more inc 
side interventions 1% infrastructure development to boost short-term as well 


as the potential GDP growth Improved infrastruc ture capacities will also detes 


competitiveness of the Indian economy 
The Finance Minister released the Report of the Task Force on National 


Infrastructure Pipeline (abridged version) on 31.12 2019. The NIP has projected 
total infrastructure investment of 7102 lakh crore during the period FY 2020 
to 2025 in India. Energy (24%), Roads (19%), Urban (16%), and Railways (13%) 
amount to over 70 per cent of the projected capital expenditure during the said 


Government (39%) and State Government (39%) are 
hare in funding of the projects followed by the Private 
2%). It is & -ted that private sector share may increase to 30 per cent 
t of the total expected capital expenditure of 7102 lakh crore, proj 
lakh crore (42%) are under implementation, projects — * oe 
are in conceptualization stage and rest are under development. Hence 
thirds of the pipeline is already firmed up. It is also expected that projects 
states would be added to the pipeline in due course. The sector wise break- 
follows: 


projects is as 


As per the NIP. Central 
ted to have equal s 


ead iG sie 


ee 4) we sf ra 
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60,553 
118,348 
37,791 
1,68,622 
7618 
24,321 
3,56,701 
2,99,237 
8,2-25 
3,07,462 
102,50, 704# 


contd. 
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The Task Force ices 

sectoral iia its recommendations on required changes to several key B 

such as developi other reform initiatives by the Central and State ts 

resolution of +S haben bond market for infrastructure companies, speedy — 

balanced PPP cone ture disputes, optimal risk sharing through better anc 
racts, and sanctity and enforceability of contracts. 


The NIP captu 

This is Dtestever un infrastructure vision of the country for the period FY20-25. 

financing of the Na et undertaken in the country. However, it is recognized that 

that a bouquet of rT Infrastructure Pipeline would be a challenge. It is hoped 

State Governments ia t, Bite would attract investment from Central and 
Svate j : ocal Bodies, Bank i funds 

and private investors, both local and foreign. aon Tee ee He ; 


Note: # ; 
scala As on Js mote Subject to change as more data becomes available. 
: Govt. of India (2020). Economic Survey 2019-20 Vol. Il, ch. 8. 
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_ Indian Financial Sector 
Structure, Trends and Turns 


i 


ne ncial sector in the Indian economy has had a checkered 
story of the post-independent (i.e., post-1947) Indian 
ctor can perhaps be portrayed in terms of three distinct 
: first phase spanning over the 1950s and 1960s exhibited 
ments of instability associated with laissez faire but 
oped banking; the second phase covering the 1970s and 1980s 
process of financial development across the country under 
at auspices but which was accompanied by a degree of financial 
and the third phase since the 1990s has been characterized 
ual and calibrated financial deepening and liberalization. While 
sent paper is devoted primarily to the period since the 1990s, we 
‘a brief account of the earlier two phases. 


| Sector: 1950-1990—From 

to Government Control 

rve Bank of India (RBI) was founded in 1935 under the 

ank of India Act “...to regulate the issue of Bank Notes and 

she reserves with a view to securing monetary stability in India 

ly to operate the credit and currency system of the country 

” Apart from being the central bank and monetary 

rity, the RBI is the regulator of all banking activity, including 

‘financial companies, manager of statutory reserves, debt 

.e government, and banker to the government. 

e of independence in 1947, India had 97 scheduled’ 

a. SST “,onscheduled” (small) private banks organized as 
panies, and 395 cooperative banks. Thus, at the time of 


Minister (and then Finance Minister) 
z Sra toon gatpni toe bank on 20 
banks in 1980. Thus, by the 


i doneicat symptoms of financial repression, viz., high 
cag banks’ investible resources (with associated effects of 
t of credit to the private sector), subject to an intricate 
dministered interest rates, and accompanied by quantitative 
l credit, as governed by the Reserve Bank of India. 
e Bie sercial banks, there were four other types of 
tions in the Indian financial sector: development finance 
), co-operative banks, regional rural banks and post- 


1 1950s and 1960, in the absence of effective capital markets, 
rk of DFis was established over much of the developing world, 
; d by external aid agencies.” The sources of funds of these 
ee but raised primarily from the domestic bond market, 
m multilat institutions like the World Bank, refinance window of 
B and government budgetary provisions. But by the 1990s, with 
page of refinance from the RBI and government budgetary provisions, 
ccurn of nonperforming assets, it became clear that the DF'ls 
be viable in the long run. Consequently, the IDBI and ICIC! 
een converted into commercial banks, and the IFCI is effectively 
tion. Raat the NHB and SIDBI are continuing largely as 
with support from the government.’ 
201 15, there are 1,579 urban co-operative and 94,178 rural 
if hans A majority of these banks tend to operate in a single 
e teaey y are —* and supervised by state-specific Registrars 
melons (RCS), along with overall oversight by the 
nk ts ‘Thus there has been dual control of regulation 
peewee banks between the state-specific RCSs 


has often been problematical. They have also suffered 
along with the incidence of frequent local 


enc —. has hampered the effectiveness of these 
slow to modernize. 


ne ee They were 
create a supplementary channel to the ‘Cooperative Credit 
cg institutional credit extended to the rural and 
. While these were vehicles for financial inclusion, 
cost-income ratios and non-performing assets have been 
mncern. Thus, there have been substantial mergers within this 
the numberof RRBs has come down from 196 in 1990 to 56 


nt holders as on March 2015 (Government of India, 
‘reby contributing significantly to financial inclusion on 
it side.’ However, observers of financial inclusion in India 
it only bank accounts and neglect the coverage of post office 
POSB offers only deposit and remittance facilities but not 


bay Stock Exchange, the first stock exchange in India, was 
1 1875. However, by modern standards, the Indian equity 
s still quite underdeveloped till about the late 1980s. It was 
~¢ i by an archaic regulatory structure whereby the Controller 
apit I Issues (CCI) in the finance ministry was the effective equity 
et regulator. Government bonds were available on tap at a fixed 
mn and primarily catered to deficit financing of the government. 
onian foreign exchange controls resulted in a virtually non-existent 
e. ket for foreign exchange. 
eS . : milar track, insurance in India has had a long history. The life 
a ri business was nationalised in 1956 giving birth to the Life 
Seesepoention of India (LIC), which then had had a monopoly 
nce business till the late 1990s when the Insurance sector 
d to the private sector.° The general insurance business was 
lized later in 1972 when 107 insurers were amalgamated and 
a just four government owned companies. 
1s by the end of the 1980s, the financial sector in India 
tually owned by the government with nationalized banks 
urance companies and a single public sector mutual fund. 
ly, reforming the financial sector was a very important part 
Ti ngante reforms initiated in the early 1990s. Thus, over the 
em financial sector has emerged as a substantial segment 
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(chair Sete : 7. is devoted to the Indian financial 

Rett are d on from the 1990s through mid-2010s. Sections Il, IV, 

ie bankin ea to the four broad genres of financial institutions 

‘opening u wat nsurance, capital market, and, India’s external sector 

nonbanki p of the financial sector, respectively. Section VII takes the 
ng financial companies in India. Section VII concludes. 


Modern Competitive Banking 

7 ‘The initial foundation of the banking sector reforms in India came 
two official reports, viz., the Report of the Committee on Financial 
ae (Reserve Bank of India, 1991) and the Report of the Committee 
ee Banking Sector Reforms (Government of India, 1998), both chaired 
ica’! former Governor of the RBI, M Narasimham. The Narasimham 
Committee 1991 was primarily devoted to enhancing operational 
ae freedom in the commercial banking sector and recommended measures 
ag) - like reduction of pre-emption of banks’ investible resources (via a 
reduction of cash reserve ratio (CRR) and statutory liquidity ratio (SLR)) 
- gradual elimination of the administered interest rate structure. 


a Peasimbam Committee 1998 recommended further measures 


= for modernising the banking sector through better regulation and 
- gupervision, and introduction of prudential norms. It also suggested a 
review of the bank ownership structure in India. 
Other elements of financial sector reforms in India include 
“significant reduction of financial repression (including removal of 
; automatic monetisation); dismantling of the complex administered 
_ interest rate structure to enable the process of price discovery; providing 
_ operational and functional autonomy to public sector institutions; 
a preparing the financial system for increasing international competition; 
ae ning the external sector ina calibrated manner; and promoting 
TP aencial stability in the wake of domestic and external shocks (Mohan, 


9006), All these measures were designed to create an efficient, productive 
ee ae p rofitable financial sector. [llustratively, gradual reduction of CRR 
- from 15 per cent to about 4 per cent, and reduction in the SLR’ from 
nearly 40 per cent to 21.5 per cent between the early 1990s and the 
mid-2010s have made a huge improvement to the availability of lendable 

es to the banking sector (Table 32.1).” 
With the jnitiation of reforms and the transition to indirect, 
ments of monetary policy in the 1990s, the RBI 
ous efforts to develop an efficient, stable and liquid money 
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market by creating 4 favorable policy environment through appropriate 
technologies and market practices 
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of new private sector commercial banks were licensed 1» 
5. the first time since bank nationalisation, in order to 
etition, enhance efficiency and induce innovation in the 


ly a number of measures have been initiated toward: 
credit culture through enforcement of creditors’ rights, 
the process of credit recovery. The Securitization an° 
‘Financial Assets and Enforcement of Securities 
1) Act was passed in 2002, enabling the setting vy 
nals and asset-reconstruction companies. Credit 
have been given legal status through passiny 
Act in 2005, but these agencies a 
J of unique identification for eve) 

i potentially be very helpful for th« 
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7 grb medrngecerssnivins , ati’ 
hy nology has enabled more eff 
‘id salon delivery of financial services, t fo 

a modern payments system. Setting up of the Indian f 
ee ork (INFINET) as the communication backbone for the . 

) — introduction of a Real Time Gross Settlement System 5 
em core banking solutions across banks encompassing most 
| ir branches across India, are some of the major technological 
ules implemented. Establishment of the Institute for Development 
eeerct in Banking Technology (IDRBT) by the Reserve Bank in 

Ah s helped greatly in promoting connectivity among all the banks 

nf development of and propagation of common IT standards 
gh ut the system. The new private sector banks, with no legacy 
s to constrain them, enthusiastically adopted the new information 
ology from their inception, thereby also acting as a competitive 
to induce similar adoption by public sector banks. 
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‘Outcomes 

ae . . 

ver the years there has been a huge increase in the extent of 
j n economy. This is reflected in upward trend 


i ization of the India 
sregate deposit and credit as a percentage of GDP (Figure 32.4). 


Figure 32.4 
Aggregate Deposit and Credit (as % of GDP) 
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. and Credit refers to those of commercial and co-operative banks taken together. 
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cing strong balance sheet growth of the banks 
th essive growth of the liberalizing India 
jal health of banks also improved significantly 
] adequacy and asset quality (Mohan, 20112) 
-pe' orming loans as 4 percentage of gross 


from 15.7 per cent in 1996 to 2.4 per cent 
thstanding recent stress, the capital to risk 


7 772 . 
Assv is, Se 


ese are impres ge ratio stood at 6.5 per cent ir ‘ 
oe sive by standards of comparator econon 
capitalisation of public sector f es | 
infusion of funds by i poses wae inith 


a public sector banks were allowed to raise hose 
lial “public rough equity issuance subject to the maintenance of 
: age (Mohan, 2005). Along with divestiture im 
oe ee , and their subsequent listing in stock exchanges, 
= number of private sector banks were allowed entry; 
eeeently, the share of public sector banks continued to decline 
eee) in banking business and a private sector bank emerged as 
econd largest bank in India over the last ten years or S0- In terms 
option of technology, the share of electronic payments has been 
ing continuously. 


Figure 32.5 
Gross and Net NPAs of all Commercial Banks and Capital Adequacy Ratio 
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1¢ dilemmas of efficiency and equity? The fact thar 
blic sector banks had converged to that of the 
by 2008-09, before deteriorating subsequent |y 
raises further questions about the determinants 
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The is 
banks tees oe 2 etl of asset quality in public pore 
today. Earlier, gross n e key concern surrounding the epriyn 6 1 
banking sector, as a on-performing assets (GNPAs) of the In 
15 per cent a 199 pa of gross advances, had come ese 
Seed ‘steadily ¢ 7 3.3 per cent in 2009: since then GNPAs 7 
Taking 0 wider 4 * : dl per cent by the end of 9015 (Figure or , 
nad tt inition, the stressed assets (i.e., gross NPA plus 

ard assets plus written off accounts) for the banking 

system as a whole increased from 9.8 per cent in 2012 to 14.5 per cent in 
2015; stressed assets in public sector banks increased from 11.0 per cent 
to 17.7 per cent during the same period (Mundra, 2016a, 2016b). 

Interestingly, in recent years, small industries as well as agricultural 
loans do not seem to have contributed the lion’s share of this formation 
of NPAs, as they used too in the past. It is the industrial sector— 
primarily the infrastructure and steel sectors that have experienced 
greater deterioration in asset quality. Thus, questions are being asked 
as to how such NPAs got accumulated in recent years. First, in the 
aftermath of the North Atlantic Financial Crisis” the RBI relaxed credit 
norms in order to encourage bank lending - a phenomenon that is called 
“regulatory forbearance” in Central Bank Speak.” Second, in the period 
following the NAFC, an array of structural factors and the sharp fall in 
commodity prices has led to sharp declines in the profitability of sectors 
such as steel; this could have caused the problem of unpaid debt to banks 
from these and associated sectors. Third, the government thrust on 
infrastructure investment through public-private-partnerships (PPP) led 
to huge new debt being contracted by highly leveraged Indian corporate 
entities investing in infrastructure. Government pressure combined 
with private sector enthusiasm for PPP infrastructure projects may have 
led banks to deviate from the rigorous discipline of credit appraisal and 
due diligence. Fourth, there are allegations of governance issues with 
the management of select public sector banks and cases of political 
interference. Thus, in select cases lending decisions could have got 
divorced from discipline of standard credit evaluation process and due 
diligence (Credit Suisse, 2015). | | 

Financial inclusion has been a concern in India since at least the early 
part of the last century: The setting up of a postal savings bank, rural and 
urban co-operative banks, regional rural banks, and the nationalisation 
of banks, were all done at different points in time to promote financial 
inclusion. Despite all the decades of social sector banking and siGlecions 
in spreading the banking network, there has been evidence that poorer 
sections of the society have aieinces able to access financial services 
adequately from the organized financial system (NABARD, 2008),13 
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over April 2013—March 2018 as per the action plans 
and approved by RBI. Besides, there are sub-targets 
1 40 per cent target; illustratively, 18 per cent has to 
ee wear while 7.5 per cent has to be disbursed to the 
. In recent times, introduction of Priority 
Certificates (PSLCs) have enabled banks to achieve the 
agai target and sub-targets by purchase of these 
n the event of shortfall. Further, commercial banks can 
he amount of their shortfalls in the Rural Infrastructure 
a (RIDE) run by NABARD. There are several diverse 
f financial inclusion such as, income, region/province, 
, economic size of the firm/household, and type of 
. The incidence of farmers’ suicides has also cast doubt 
of the formal credit delivery mechanism as well as 
of credit disbursals from micro-finance institutions and 
The All India Debt and Investment Survey of December 
that during 2012-13, non-institutional sources (i.e., 
it other than government, banks, insurance companies, 
reser, and so on) continued to play a major 
g credit to the rural households—about 19 per cent of 
is have acquired credit from noninstitutional sources 
Saimaachsbds about 10 per cent by non-institutional 
2 32.4). 

af course, two ways of interpreting such trends and it is 
‘whether the glass is half empty or three quarters full 
)). In fact, the improvement in financial inclusion in the 
Pitadbacioned with an activist stance of the authorities 
al inclusion. Some the key measures in this regard 
No-Frills accounts in commercial banks; introduction 
ecifically for the farmers’ community (Kisan Credit 
g Business Correspondents (BC) as intermediaries 
al and banking services. A recent major initiative is 
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; te naa Yojana (Prime Minister's People Money 
is Ne ate 2014, this scheme has now become — 
So neaerwatin ission on Financial Inclusion and has 
Weveip hs anking facilities with at least one basic 
ousehold. Apart from accessing basic banking 
fue insurance and pension facility, the beneficiaries get 4 
ng ‘inbuilt accident insurance cover of %100,000. By July 


new bank accounts were opened and %400 billion 


Table 32.4 


tanding Debt of Rural Household: Institutional versus 
Non-Institutional Sources (%) 


1951 1961 1971 1981 1991 2002 2012* 

92.8 85.2 70.8 38.7 36.0 42.9 40.2 
3.5 0.9 8.6 4.0 4.0 1.0 
25,2 45.9 23.1 8.6 fe 10.0 


46.4 14.9 13.8 8.3 10.5 19.6 
7.2 14.8 29.2 61.3 64.0 S72 59.8 


5.3 6.7 4.0 6.1 2.3 


3.7 
3.5 9.1 20.1 28.6 21.6 27.4 
0.4 2.2 28.0 33.7 245 
100.0 100.0 100.0 100.0 100.0 100.0 100.0 


of the constituent groups of data collected under 59” 


issues relating to comparability 
NSS (for 2002) and 70 round of NSS (2012). 


901:1b) and NSS (2012)- 

re three recent de 
tor banks. First, a 
enses were granted 


ard to entry of new 


fter nearly 10 years of no new banking 
in 2015 to two existing financial 
“to become universal commercial banks: IDFC Ltd (an 

structure finance company) and Bandhan Financial 
large micro finance organisation)."° Two new major types 
be 2 ntiated banks—payments banks and small finance 
ten emerged as the newest entrants in the Indian financial 
. ents banks are essentially narrow banks (i.e., without 
, tivity) which can raise deposits of up to 100,000 and 
Fiteae D alances just like a savings bank account does, 


velopments with reg 
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of credit to small business units (such as, small and 
micro and small industries; and other unorganised 
through high technology-low cost operations. Small 
similar to regular commercial banks except that 
will be much smaller: 50 per cent of their loans 
2.5 million. Small banking licenses have 
BY. entities, most of which are successful micro-finance 
institutions. The use of new information technology is expected to 

sys propel these new banks in their efforts to enhance financial inclusion. 
Many of these developments mark a departure from the past. 
: — Mustrativel unlike the past when only universal banking licences 
, bts ed, now differentiated banking licenses are also being issued. 
jar! although there has been a general policy of not issuing bank 
ss to non financial big industry houses, payments banks license: 
‘to some big industry houses as well. The justification is 
payments banks are essentially narrow banks not permitted 
the possibility of conflict of interest arising from 
g is not an issue. Thus, going forward these smal! 
banks could constitute competitive challenges to th« 
ag commerct banks in terms of access to financial savings for 0 
es , Will there be flight of retail deposits from bigger commercia! 
bears banks from the same pool of depositors, or will they 
te op ar—ememe overall financial savings in the system? the 
os modi of payments banks may face some challenges since the" 
: es will be restricted to investments in governmen' 


; oh gen 


we summarize the story of the Indian banking sector '" 
8? At the risk of oversimplification, the following trend: 
First, while commercial banks have seen an all 
Ue in key financial indicators, particularly in areas ©' 
) , asset quality and earnings, their recent trends rais¢ 

ie ; } . Second, “the financial results of the co 
cing structure however, show some degree of vulnerability 


aw 


_ the insurance sector to private players—both to domestic and 


__ develop and promote competition in the insurance sec 


stig “ipa my be systemically very large” (RBI, 
Detwales ave sng cial sector, viz., payments 
iiionis i. juncture are really unknown unknowns. Finally, 
Pie efforts towards financial inclusion seemed to have bear 


it, there is much to achieve. 


The Insurance Sector Since 
‘Opening up the Doors ities: 

_ A high-powered committee, set up in 1993 by the Government of 
a and headed by former RBI Governor, R. N. Malhotra, initiated the 
; ‘reforms process in the Indian insurance sector. Apart from opening Up 
eee foreign 
cee Players (preferably through joint ventures with Indian partners), the 

af Committee recommended establishment of the Insurance Regulatory 
and Development Authority (IRDA) as an autonomous body to regulate, 
tor. The IRDA was 


- finally constituted as an autonomous body in 1999 and incorporated as 
a statutory body in April 2000. The mission of IRDA is “to protect the 
interests of the policyholders, to regulate, promote and ensure orderly 

rowth of the insurance industry and for matters connected therewith 


or incidental thereto.” 

_ With the enactment of the IRDA Act, 1999, the monopoly conferred 

to the Life Insurance Corporation in 1956 and to the General Insurance 
Cc led, allowing private sector players to 


. ‘Corporation in 1972 was repea 
enter the insurance sector. A recent development in the insurance sector 
has been enhancement of the limit of foreign investment in insurance 
secto -tor from 26 to 49 per cent under the automatic route. 
ised 24 life insurance companies 


As of March 2015, this sector compris 
panies, and one national reinsurer. Among 


and 28 general insurance com 
the life insurers, the Life Insurance Corporation (LIC) as the sole public 
accounts for the lion’s share in insurance business. 


sector company 
Among the non-life insurers there are six public sector insurers. In 
addition to these, there is the sole national re-insurer, namely, General 
Insurance Corporation of India (GIC). Out of 28 non-life insurance 
companies, there are five private sector players dealing exclusively in 
health, personal accident and travel insurance segments. 

With about 360 million policies, India’s life insurance sector is 


Se the biggest in the world in terms of number—reflecting India’s 
erhaps ral insurance business in India is currently at 


population size. The gene 
£847 billion in 2014-15 oF about 0.7 per cent of GDP. In 2014, with a 
per cent in the global life insurance business, India has been 


share of 2.1 


on 
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(IRDA, 2015). 
Sepang the surance sector initially experienced robust growth 
2010 after - cent in new business premiums) in the decade of 2001- 
2012). Thi pening up, there has been a slowdown subsequently (KPMG, 

cr, sluggish growth brings to the fore various challenges 10 
the Indian insurance business. Though its share in total business kde 
indeed come down come down the insurance sector is still dominated 


by the public sector. Illustratively, in 2014-15 the share of LIC in total 


premium was around 73 per cent, in case of non-life insurance business, 
the private and public sector companies have approximately equal share. 
The share of the life insurance fund as a proportion of changes in gross 
financial assets of the household sector have gone up significantly and 
tended to hover around 20 per cent recent years. 

The current issues facing Indian insurance are diverse. The key issue 
_ is the need for much greater expansion of insurance services, particularly 
that of life insurance and health insurance. Apart from the need for 
better spread of social protection, the expansion of insurance funds is 
also essential for the development of capital markets, particularly the 
corporate debt market which is typically dependent in institutional 
investors. Other issues include the efficiency and spread of distributional 
channels, the level of government control, regulatory constraints, and 
consumer education and protection (IMF, 2013). Continuance of an 
archaic agent-based distribution channels has led to allegations of mis- 
selling of insurance products as well as low persistency of insurance 
policies in India (Government of India, 2015). Besides, there is a huge 


untapped potential in sectors like health insurance. 


n Progress in Different Segments 


| system bank-based or market based? While 
terize Indian financial system as a bank- 
based one, it is important to note that significant change is happening in 
this sphere. Table 32.6 in this context reports the resource mobilization 
by the commercial sector. Interestingly, Indian corporates’ recourse to 
non-bank sources tended to hover between 40-50 per cent during the 
2009-10 through 9015-16. Both domestic as well as foreign 
‘snificant in the case of non-bank funding sources 

s of resource mobilization, the Indian capital : 
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fascton process in electronic platform by 
, creation of primary dealers (PDs) ah piece 
this \ primary and secondary markets) in government D 

995 is a major development in this sector (Mohan and 
With increased volume of transactions etic ne this 


——e— well (Table 32.8). 
Table 32.8 
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on Indian Economy, RBI. 
st, the corporate debt market in India has been far less 
Me +h of the transactions in this market are concentrated 
2 of } " hip corporates and the market is predominantly 
. arket with limited liquidity (Table 32.7). There 
fie this. First, large corporates often tend to go 


j market has undergone a radical transformation 
cot financial sector reforms since the early 1990s. 


measures were aimed at, “(i) creating growth-enabling 
: boosting competitive conditions in the equity market 
ved price discovery mechanism; (iii) putting in place an 

t regulatory framework; (iv) reducing the transaction costs; 
tion asymmetry, thereby boosting the investor 


m this iedapntt repealing of the Capital Issues (Control) 
in 1992 whereby the process of raising capital from the market 
i. t pralised. Nevertheless, after the capital market scandal of 
regulatory structure was put in place gradually. Illustratively, 
is for public issues were made stringent in April 1996, and 
as substantial improvement in disclosure requirement. Several 
hitiatives were also undertaken, such as, introduction of the 
r f rai . isir resources through fixed price mechanism or the book 
@ process; on-line screen based electronic trading with gradual 
ae sa two-day (T+2) settlement; establishment of National 

; De itory Ltd. (NSDL) in 1996 and Central Depository 
a) Ltd. (CSDL) in 1999 enabling paperless trading; and 
rading in derivatives such as stock index futures, stock 
n futures and options (RBI, 2007). 

‘story of the Indian equity market has been driven by 
ms, both established under government auspicious, 
E < Board of India (SEBI) and the National 
| le SEBI, the securities market regulator, was 
it w statutory powers in April 1992 through 
999. which set out its basic functions as, “...to protect 

vestors in securities and to promote the development 
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1AL SECTOR , Digging) | 
PESTON. BARESWE MOHAN AND PAREHA RAY 8B 
x — Po ee eee POR I Ae Ae ody hag y af ; 
gulate the securi 4 
_ therewith or incidental Rpg market and for matters connected 
egulator charged with th ” Thus, SEBI is the overall capital ma 
- Though th e orderly functioning of the securities market. 
; Bombay Stack Bs Pagano stock market, the BSE (formerly known 
essentiall xchange) was established as early as 1875, it was 
Mally a mutualised exch SE 
established in 199 change and was not modernized. The N 
| India. O : 2 as the first demutualised electronic exchange 
BS went ver time, the NSE emerged di 
ee ged as a modern electronic trading 
, conan and took new initiatives to introduce derivative trading in 
ae ough subsequently, BSE too has modernised, at the current 
. siehe (and in particular its derivative segment) has the lion’s 
aera ... the equity market turnover (Table 32.9). 
ae > Indian equity market has witnessed significant improvement, 
7 since the early 1990s—this is reflected in metrics such as, size of the 
Bea market, liquidity, transparency, stability and efficiency. Illustratively, 
oe _ despite its volatility, India’s market capitalization to GDP ratio stood 
ues nearly 70 per cent at the end of 2016 but its share of global market 
oe capitalisation was only 2.3 per cent at the end of 2015 (Figure 32.8). 
Be Changes in the regulatory and governance framework have brought about 
| - significant improvement in investor confidence over time (RBI, 2007). 
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Figure 32.8 
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freedom for the players 
, there were 33 mutual fund 


s of reforms. The UTI was bifurcated into 
oh 4 representing the assets of the then 
m and certain other schemes, and the other 
by select public sector banks 
4 any other MF. As of March 2016 
I iestesdte hn te comutey wih assets 
f) of around 713.5 trillion (or 10% of GD? 
yw the deposits of the commercial banks 
4 cent of GDP) (ICRA, 2016). In terms ot 
sector MFs far exceeded that of public 
the growth in the MF industry bh 
ted schemes as well as equity oriente- 
ha ye shown a preference for debt oriente: 
1a re of the retail investors (includes ¢>- 
inc mn duals) of AUM of the MFs was 45 > 
| coming from the institutional invest.’ 
V/FI's and the FIl's).* In a country whe 
olds in equity and debt market are meas: 
10 grow. The recent growth in ‘assets und 
ry from 16 non-metro towns /cities bea! 


‘te 
most ofthe developing economics, does not have 
secu rity system and the pension system has largely 


ap eagent of the labor force. While, till recently 
——" typically had a three-fold structure 
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Net Resources Mobilised By Mutual Funds (@ Billion) 


_of India sored Mutual tutionsponsored Mutual Funds 
Funds Mutual Funds ; ty 


45.53 23.52 6.04 A 

86.85 21.40 4.28 112.53 

110.57 12.04 7.60 é 130.21 

92.97 1.48 2.38 15.60 112.43 

86.11 7.66 5.76 13.22 112.75 

1995-96 63.14 1.13 2.35 1.33 -58.33 
1996-97 -30.43 0.07 1.37 8.64 -20.35 
1997-98 28.75 2.37 2.04 7.49 40.65 
1998-99 1.70 -0.89 5.47 20.67 26.95 
1999-00 45.48 3.36 2.96 169.38 221.18 
2000-01 3.22 2.49 12.73 92.92 111.36 
. 2001-02 -72.84 8.63 4.06 161.34 101.19 
2002-03 -94.34 10.33 * 8.61 121.22 45.82 
2003-04 10.50 45.26 7.87 415.10 478.73 
2004-05 -24.67 7.06 -33.84 79.33 27.88 
2005-06 34.24 53.65 21.12 415.81 524.82 
2006-07 73.26 30.33 42,26 794.77 940.62 
2007-08 106.78 75.97 21.78 1382.24 1586.77 
2008-09 -41.12 44.89 59.54 -305.38 -242.08 
2009-10 156.53 98.55 48.71 479.68 783.47 
2010-11 -166.36 13.04 -169.88 -162.81 486.00 
2011-12 31.79 3.89 -30.98 395.25 454.13 
2012-13 46.29 67.08 22.41 652.84 788.62 
2013-14 4.01 48.45 25.72 467.61 545.79 
-10.35 1123.9 1093.77 


2014-15 -12,78 Tm) 
is scional 2. For Unit Trust of India (UTD), data are gross values (with 
are provis! UTI for 2003-04 relates to UTI 


2014- 
steno 3. Data for eogie under all domestic schemes. 3. Data for 
: Se op the sod from 01 February 2003 to 31 March 2004, being the first year 


; of the erstwhile UT! into UTI Mutual Pund and Specified 


after the bifurcation 
in operation nf the Unit Trust of India. Subsequent annual data (from 2004-05 onwards) 


oe tain to UT! Mutual Fund only: 
Mutual Funds. 


Source: UTI and Respective 
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i cant reforms. [p 
fiscal burden in 
defined-benefit 


ity of an unsustainable 

tnment of India moved from a 
-defined-contribution Pension system, called the 

n” (NPS) in January 2004. While the Government 

interim regulator, the Interim Pension Fund Regulatory 

it Authority (PFRDA) to regulate the pension sector 
Started functioning as a statutory regulator for the 

of March 2016, there were 8.7 million subscribers 

ander management (AUM) amounting to Rs. 1.18 trillion. 
res mt scheme, a subscriber has the option to select any 
8 pension funds, which are primarily floated by public sector 


‘Of insurance companies. Considering the fact that India's 
‘is around 1.25 billion in which the share of the old (i.e, 60 
is around 10 per cent, pension funds in India have, in 

ge potential—both as a social security measure as well as 
iding a depth to the financial markets, in both debt and 
erge as 
ket segments. Going forward, pension funds will emerg 


is in infrastructure and other projects with long gestation 


as for providing depth to the equity market (perhaps 
bing stocks arising out of disinvestment program of the 


and India's Financial Opening 
» noted that India has generally incurred a current 
» has been financed by foreign direct and portfolio 
various kinds of debt flows including external 
portfolio flows and official borrowing. Significan' 
ace in the management of the external sector since 


Tegime moved from a basket-based pegged 
determined, but managed, exchange rat« 


ot 
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oon hla ae way for current account convertibility in 1994. In 
over time bi stantial liberalization of capital account tr 
“floating” at an exchange rate arrangement has been classified as 
(IMF, 2014 th significant degree of capital account mana 

). While the details of such control is beyond the scope of the 
witn ‘ a ; vs needs to be noted that almost all the financial markets 
-semnaare significant entry of foreign players but at a varied and 
—. pace (Mohan and Kapur, 2011). The Indian approach to ¢ 

t management is best summarized as follow: 


In its approach to opening of the capital account, Indian clearly 

cognized a hierarchy in capital flows. It has favoured equity flows over 
debt flows and foreign direct investment over portfolio investment. The 
Indian capital market has been opened to institutional portfolio flows, 
but with some limits on shares of domestic companies that can be held 
by foreign portfolio investors, both individually and collectively. Apart 
from some limits on the proportion of equity held by non-residents in 
certain sensitive sectors, FDI is now almost fully open. 


A more cautious approach was followed with regard to debt flows. 
Portfolio investment in both corporate and government debt are 
governed by overall quantitative limits; the non-financial corporate 
sector's access to external debt was liberalized gradually, but is subject 
to adherence to criteria related to purpose, interest rate spreads and 
magnitude of borrowing. These controls have been modified from time 
to time depending on the volume of capital flows. The access of financial 
ediaries has been subject to more prudential restrictions 


sector interm 
ds associated with such external 


in recognition of the greater hazar 
borrowing. 

Capital outflows were also been liberalised progressively. All inflows by 
non-residents are freely repatriable. Resident non-financial companies 
have been enabled to invest abroad relatively freely with few restrictions. 
Individuals can also invest abroad but within specified quantitative 
limits. Individuals are, however, not permitted to borrow abroad (Mohan 


and Kapur, 2011). 


Thus, foreign players have a greater presence in the equity 


market than the debt market. This calibrated pace of capital account 
convertibility of the Indian authorities has, however, been seen as slow/ 
conservative in some quarters (Shah and Patnaik, 2008). | 
Development of the forex market has been a key ingredient of 
India’s external sector. Market participants have been provided with 
greater flexibility to undertake foreign exchange operations through 
simplification of procedures and availability of several new instruments. 
There has also been significant improvement in market infrastructure 
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, Indian corporates were allowed 
through American Depository 
as 3 (GDRs), Foreign Currenc; 


tern al Commercial Borrowin 
‘institutional investors (FIIs) ha» 
e ) , equity and forex markets, ther: 
1ese flows (Table 32.11). 
| Foreign Direct Investment (FDI 
H estate, there are still some restriction: 
en (EPI). As far as equity is concerned 
ually unrestricted access there are 


as well as corporate debt. Of cours: 
: Over time. In recent times. 
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a policy of channelizing FPI into 
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‘Non-Banking Finance Companies (NBFCs): Checkered Trend 
. from the banks, India has a number of non-banking financial 
companies (NBFCs). The fundamental difference between banks and 
NBECs in India are three: (a) NBFCs cannot accept demand deposits; 
(b) NBFCs do not form part of the payment and settlement system and 
cannot issue checks drawn on itself; and (c) deposit insurance facility 
is not available to depositors of NBFCs, unlike in case of banks. The 
NBFCs is far from being a homogenous entity and include many diverse 
types of financial institutions from a housing finance company to an 
equipment leasing company.” The diversity among the entities of the 
NBEC sector is also reflected in attributes like sizes and the extent 
of regulatory oversight. As of March 2016, there were 11,682 NBFCs 
registered with the RBI, of which 202 were deposit-accepting and 11,480 
were non-deposit accepting NBFCs, of which 220 were declared as 
systemically important (i.e., those with an asset size of Rs one billion 
or more). In the popular discourse the role of NBFCs are seen from 
two distinct angles: (a) they have been very useful for sectors/activities 
that are generally excluded from formal banking activities; and (b) at 
some regularity some of the deposit raking NBFCs have been source of 
financial irregularity in some localized pockets and raised the issue of 

_ consumer protection. 

Pass fe, Although NBFCs have existed for a long time in India, these entities 
: experienced sudden spurt in their activities between the late 1980s 
oa and the mid-1990s. While, on an average basis, deposits of NBFCs as 
| @ proportion of bank deposits were 0.8 per cent during 1985-86 to 
By 1989-90, they shot up to as much as 9.5 per cent by 1996-97. Thi: 
5 i i sharp jump in NBFC deposits was mostly, “on account of the high rates 
AG of interest offered 88 such deposits” (RBI, 2003). There been sporadi: 
¥ incidence of financial irregularities as well. While traditionally, the 
____ fegulation of NBFCs was confined to deposit-taking activities of NBF(:. 


__ in 1997 the RBI was given comprehensive powers to regulate NBFCs 


___ The amended RBI Act made it mand 
1 EL heed atory for every NBFC to hav 
minimum net owned funds (NOF) and obtain a certificate of registration 


os from the RBI for commencing or carrying on business. At the current 
Jpnchure, neture, while a large chunk of deposit and non-deposit taking financia! 
ag (viz., (i) to (x) in the list given in the footnote) are regulated 


AE ers 


ie RBI, housing finance companies are regulated by Nationa! 
using Bank, Chit Funds are regulated by the State Government 
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% of bank 


deposits 
102.49 238.20 4.0 na na 
106.44 204.29 29 naw the na 
110.04 193.42 2.4 eal. eee 


116.25 18085 19 na na 
128.89 188.22 17 na na 
150.65 201.00 16 na na 
153.27 19644 13 na na 
166.00 205.26 12 na na 
201.75 226.23 1.1 8.4 75.4 


20,77 226.22 246.99 0.9 9.1 80.6 
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20.42 0.8 10.1 86.8 
19.71 195.95 215.66 06 10.3 93.0 
28.31 145.21 173.52 04 10.8 93.0 
40.98 79,02 120.00 0.2 10.9 92.2 
57.35 42.65 100.00 0.2 11.9 92.7 
70.85 38.17 109.02 0.2 12.5 95.5 
240 108.08 35.82 143.90 0.2 12.5 97.4 
220 289.41 31.83 321.24 04 12.9 96.4 
202 356.53 15.58 372.11 0.4 na na 


Non-Banking Company) is a class of NBFC which is a company and has as 
-ipal business the receiving of deposits. These companies are required to maintain 
ments as per directions of RBI, in addition to liquid assets. ‘The functioning of these 
is different from those of NBFCs in terms of method of mobilization of deposits and 
nt of deployment of depositors’ funds as per Directions. Besides, Prudential Norms 
are applicable to these companies also. 

“ has changed after 1996-97 due to new repo 
Fr: in1998. 

indude Deposit taking § 
on Indian Economy, Vijay Bhaskar (2014), and 


rting format following changes in the 


NBFCs (NBFCs-D), Mutual Benefit Financial Compani 
(MBCs) till 2004-05 and only NBFCs-D thereafter. 


authors’ calculations. 


Cs exist, which do not come 


ry oversight, the incidence of 
‘some 'NBFCs had come down and had 
to the state/district-level.** In fact, in 


in the state of West Bengal) surfaced in 2013, 
of norms on deposit taking NBFCs. 

earigny the increasing regulatory control, over 

te of deposits by the NBFCs had come down, 

sin iy ete other activities. Illustratively, the ratio 

GDP increased steadily from just 8.4 per cent as on 

9 per cent as on 31 March 2015; while the ratio 

i from 75.4 per cent to 96.4 per cent during the 


k of broad generalization, the following broad trends 


hted as key features of the Indian financial sector. 


uence of successive reforms over the past 25 years, there 
ficant progress in making interest and exchange rates 


determined, though the exchange rate regime remains 


“A = mp some interest rates remain administered. 
; a has been introduced in the banking sector 
Site banks, but public sector banks continue 


share in the market. Contractual savings systems have 


nen and pension funds in India are still in 
F }, despite the introduction of new private sector 


rage of insurance can expand much further, 

. scone depth to the financial markets. The 
ong all the segments of the financial market has 
equity market is quite developed, activitic 

#t are predominantly confined to private 

d to be limited to the blue-chip companies 


reas for development in the Indian financial 
# reduction of public ownership in bank: 
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igh more rapid , expansion of the contractual savings system 
Jpere {Pid expansion of the insurance and pension 7eseT 
ors. It is only th al funds, and development of institutional 
greater omen that the both the equity and debt markets will 
as well as depth, along with greater domestic 


. _ India continues i 

afb . 

_ through Sienoy. ca an onggeaetd towards a financially inclusive regime 
Be ve policies involving a multi-pronged ap 


proach. 
regime to a 


has come a ‘ 
long way from a financially repressive 


titutions. The Indian 


the issues mae reforming the financial sector had to constantly keep 
GL, of equity and efficiency in mind. 
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Notes 


The ‘scheduled’ banks were banks “which were included in the Second Schedule to the RBI 
Act and those banks in British India that subsequently became eligible for inclusion in this 
Schedule by virtue of their paid-up capital and reserves being more than Rs 500,000 in the 

te,..the power to include or exc Jude banks in or from the Schedule was vested with the 


Governor General in Council” (RBI, 2008) 
As against 566 commercial banks operating & 1951. only 89 survived by 1969, che vest . 


into liquidation ot amalgamation during 1951-1969 see RBI (2008) for details. 

World Bank (1989) noted, “Development finance institutions have been perhaps the most 
common means of directing credit. They were 4 tively encouraged and supported by bilateral 
and multilateral creditors Virtually all developing and high income countries have at least 


one, and many have 4 spe« ial institution for eac h 
IDB: Industrial Development Rank of India; ICICL Industrial Credit and Investment 


Corporation of India, ie! Industrial Pinance Cor poration if India; NABARD: National Bank 
fir ture and Rural Development NHB Nanona!l Housing Bank: SIDBI: Small Industries 


Development Bank of India 
ent has been given license to open a payments 


Recently the Indian postal depart 
16 non-Indian insurers ® also 75 provident societies—245 


The Lic absorbed 154 Indian, 
all; see IRDA (2007) for details. 


Indian and foreig™ insurers in 
jon of aggregate deposits that 4 bank has to keep in government and other 


The 
approved securities. 
and time liabilities of commercial banks 


All percentages 47° with respect to net demand 
he fixed interest rate at which the RBI provides short-term (overnight) liquidi 


Repo rate ts © 

: saat Che collateral of government and other approved securities under the Manis 

facility (LAF): see RBI website, https://www rbi org in/scripts/FS Peres uidity 
- ew. 


accessed in August 2016) 
leverage ratio |s defined as the ratio of Tier-I capital to total assets; total assets include 

the credit equivalent of off-balance sheet items. ” 

Atlantic” Financial Crisis (NAFO), rather than “Global” Fj . 


priority sector” (p. 57) 


the term “North 
We use No -4) institutions had to be rescued by governments or central 
‘America and Burope banks 


Crisis 
asid North So NAFC is a better label for this crisis, just as the 


DENCE « UMA KAPILA (ED 


PER re re beraes a 


oo ———e«©,\—, 
leneert for most of the types of 
tr cenit; (b) risk weights on banks’ 

Tieieistietmamene sed 


Seipeetiine steel ox applic. 
restructured accounts to 


y were standard on the eve of the criss ie, 1 
at the time of restructuring. In fact. 
st lagitimate to justify regulatory forbearance 


er erehed period and cover to compensate for 
Ups . Hence, an early end to regulatory 


of the Committee on Financial Sector Reforms 
nt of India, 2009), which noted: “Financial sector 
; ie si the objective of increasing financial inclusion, but 
on is still a distant dream (p. 49). 


f the target of priority sector credit is with respect to “adjusted net 
pt equivalent amount of off-balance sheet exposure, whichever is 

the outstanding Bank Credit in India minus bills rediscounted with 

d Financial Institutions plus permitted non SLR bonds/debentures 

urity (HTM) category plus other investments eligible to be treatedas part 

dis ng (e.g. investments in securitized assets); see RBI's “Master Circular 
Targets and Classification”, available at https://rbi.org.in/Scripts 


tails.aspx?id-9857#C8 
bind (accessed in August 2016) 


n ss “etal 2016), deviating from past practice of stop and go licenses, the RB! 
i ss for ‘on tap’ Licensing of Universal Banks in the Private Sector. 


have already surrendered their licenses as of July 2016. 


ar foro ets in debt mutual funds has perhaps been caused by the 
in bearing bank deposits. Further, interest is not permitted in bank 
7 days. 
‘the lump-sum amount payable to the retiring Government servant; 4 
8 qualifying service and eligibility to receive service gratuity/pension \s 
ra Pee ae Pom Demet, 
veto inte anager of the Indian rupee (INR) during June-August 
d by outflow of FII investment (both debt and equity), followin: 


} } Fed. The rupee-US dollar exchange rate came down sharply fro" 
June 2013 to 67.8787 on August 29, 2013. 


d include Asset Management Companies, Pension Funds 

touts as Nominee Companies, Incorporated / Institutions 

their Power of Attorney holders, University Funds, Endowment 

sand Charitable Societies 

nies (AFCs); (ii) Loan Companies (LCs); (iii) Investment 

\ Finance Companies (IFCs); (v) Core Investment 
" tructure Debt Funds (IDF-NBFCs); (vii) NBPC-Microfinanc: 
% oe Stee companies (FCs); (ix) Mortgage Guarantee 
) F Companies (RNBCs); (xi) Housing Financ: 

and (xiii) Chit Fund companies. 


is Instructions to NBFC- ND-SI” of July 01, 2015 
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SHAKTIKANTA DAS 


Seven Ages of India’s Monetary Policy 


e seventeenth 
recognised as 
joint 


HE history of central banking goes back to th 

century when the first institution, ‘the Riksbank’, 

a central bank was set up in Sweden in 1668. Set up as @ 
stock bank, it was chartered to lend funds to the government and to act 
as a clearing house for commerce. Later on, the Riksbank abandoned 
commercial lending and was granted a monopoly for issuing banknotes in 
1897. Subsequently, several countries set up institutions that functioned 
as central banks. These early central banks like the Bank of England and 
Banque de France, though set up with private capital, helped sovereigns 
finance their debt and were engaged in banking activities. Since then, the 
role of central banks across countries has constantly evolved in line with 
the changing needs of their economies and evolving financial structure. 
Today, the functions of modern central banks are vastly different from 
what was expected from their early counterparts. 

Let me briefly outline how the profile of the Reserve Bank has been 
intrinsically interwove? with the economic and financial developments 
in our country since independence. 

The Reserve Bank was set up under the Reserve Bank of India Act 
1934 with the original Preamble that describes the broad mandate of the 


Reserve Bank as follows: 7 
“it is expedient to constitute a Reserve Bank for India to regulate the 
f reserves with a view to securing 


nk notes and keeping © 
d generally, to operate the currency and 


advantage”. 


issue of Ba 
monetary stab 
credit system ° 
Later, the Rese 
the Reserve Bank con 
currency management, 


ility in India an 
f the country to its 
rve Bank of In 
tinues to per 
bankers’ ban 


dia was nationalised in 1949. While 
form its traditional functions such as 
k and banker to the Government, its 
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— function o conducting monetary policy has undergone a sea chan 
--vario s respects from time to time, ” _ 
As we know, policy change is generally guided by two major forces: 

, the objectives that may seem appropriate earlier may lose relevance 
‘hanging behavioural relationships over time. For instance, when 
d that the relationship of money with nominal income was not 
predictable as in the past, we adopted multiple indicators approach 
3, Second, the state of knowledge, updated with new theories and 
requires to be applied in pursuit of better policy outcomes. 


| is precisely what shaped the conduct of monetary policy in India 


of Monetary Policy in line with the 
‘Character of the Economy 


to 1949; Initial Phase 
ris i teresting to note that the Reserve Bank came into being in 
\ckdrop of the great depression facing the world economy. Given 
ettled international monetary systems, the Preamble to the 
, 1934 provided the edifice for the evolution of monetary policy 
bk. Until independence, the focus was on maintaining the 
n ty by regulating liquidity through open market operations 
9s), with additional monetary tools of bank rate and cash reserve 
9 (CRR). In other words, exchange rate was the nominal anchor for 
tary policy. In view of the agrarian nature of the economy, inflation 
. emerged as a concern due to frequent supply side shocks. While 
rice control measures and rationing of essential commodities was 
rtaker by the Government, the Reserve Bank also used selective 

‘ontrol and moral suasion to restrain banks from extending credit 


culative purposes. 
9 to 1969: Monetary Policy in sync with the Five-Year Plans 
’s independence in 1947 was a turning point in the economic 
country. What followed was a policy of planned economic 
t. These two decades were characterised not only by a 
rec pereanet role of the state but also by a marked shift in the conduct 
netar) policy. The broad objective was to ensure a socialistic 
y thre economic growth with a focus on self-reliance. 
d to be achieved by building up of indigenous capacity, 
all as well as large scale industries, reducing income 
ng balanced regional development, and preventing 


a A 


— 


Satonomic ag policy, therefore, during this phase of 
ar plans. Even opment revolved around the requirements of 
aS ‘a if there was no formal framework, monetary policy 
er pen onagand administering the supply of and demand for credit 
a ikl “6 policy instruments used in regulating the credit 

: , Nate nk rate, reserve requirements and open market 
% s). With the enactment of the Banking Regulation Act 
peatutory liquidity ratio (SLR) requirement prescribed for banks 
_* Secured source for government borrowings and also served 
addit onal instrument of monetary and liquidity management. 
ion remained moderate in the post-independence period but 
Ss a concern during 1964-68. 


0 1985: Credit Planning 


a 
~ By 
—- 


tionalisation of major banks in 1969 marked another phase in 
u Hion of monetary policy. The main objective of nationalisation 

nks was to ensure credit availability to a wider range of people 
Sctivities. As banks got power to expand credit, the Reserve 
lll the challenge of maintaining a balance between financing 
ae. and ensuring price stability in the wake of the sharp 
DP eceney supply emanating from credit expansion. Besides, Indo- 
var in 1971, drought in 1973, global oil price shocks in 1973 and 
Ee tapse of the Bretton-woods system in 1973 also had 
ga quences. Therefore, concerns of high inflation caused 
epg conse g during 1960s gathered momentum during the 1970s. 
financir ee w gh inflation in the domestic economy coincided with 
oad inflation and slow growth—in advanced economies. 
onto ditional monetary policy instruments, Viz, the Bank 
ni traditi 4 inadequate to address the implications of 
pe banks were flushed with deposits 

g, they did not need to approach 
fficacy of Bank Rate as a monetary 
due to underdeveloped government 
jimited scope * be used as monetary 
the average growth rate hovered 
ndex (WPI) based inflation 


j ek ¢ MOs were fo 

7 ey for price stability. “ 
. f deficit finance” 
dermined the ¢ 


ooh 


This un 
MOs had 


this phase, © 
wholesale price ; 
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raised significantly. The experience of 

dealing with the objectives of containing inflation anc 

0 pha agpah pea ally led to adoption of monetary targeting as 
pmonetar) policy framework in 1985 on the recommendation. 
Chakravar ry Committee. In this framework, with the objective 


rollin, inflation through limiting monetary expansion, reserve 
ey wa used as operating target and broad money as intermediat- 
. The targeted growth in money supply was based on expected 
> growth and a tolerable level of inflation. ‘This approach was 
it allowed for feedback effects. CRR was used as the primar; 
snt for monetary control. Nonetheless, due to continued fsca. 
nce, both SLR and CRR reached their peak levels by 1990. 
The worsening of fiscal situation in late 1980s was manifested = 
oration of external balance position and collapse in domes: 
jn 1991-92, in the backdrop of adverse global shocks—the gu‘ 
\d disintegration of the Soviet Union. The resultant balance ~ 
nts crisis triggered large scale structural reforms, financial sect-: 
isation and ‘opening up of the economy to achieve sustaina> 
1 with price stability. Concurrently, there was a shift from fixec 
2gime to a market determined exchange rate syst©" 
wake of trade and financial sector reforms anc “* 
foreign capital flows and financial innovations, ~~ 
yin money demand function as well as efficacy ©! 
mediate target came under question. At the >" 
le shift towards market-based financing for > 
ui d the private sector. In fact, automatic monetisa! 
treasury bills was abolished in 1997 and replaced 
ays and means advances (WMAs). During this per: 
tic growth rate was 5.6 per cent and average WP!-bas 


r 


Multiple Indicators Approach 
n of the economy since the early 1990s and financ!’ 


in to undermine the efficacy of the prevalent monet! 
, a need was felt to review the monetary po!’ 


acast its operating procedures. As a result, the Reserv 


ae te 
eae 
one 


7 


stance of RBI. 


placed greater emphasis on the integration of money market with other 


_ Some of these instruments including changes in reserv 


‘standing facilities and 


, rs such y aggregates, a host of 
as credit, output, inflation, trade, capital flows, exchange 


returns j 
e basis of Scien t markets and fiscal performance constituted 
actment of the Fiscal “me used for monetary policy formu &t hos 
ct in 2003. by ; esponsibility and Budget Management (FRBM) 
#3 » by introducing fiscal discipline, provided flexibility to 
os Nii policy. Increased market orientation of the domestic economy 
deregulation of interest rates introduced since the early 1990s 
enabled a shift from direct to indirect instruments of monetary 
There was, therefore, greater emphasis on rate channels relative 
quantity instruments for monetary policy formulation. Accordingly, 
rm interest rates became instruments to signal monetary policy 


In order to stabilise short-term interest rates, the Reserve Bank 


market segments. It modulated market liquidity to steer monetary 


conditions to the desired trajectory by using a mix of policy instruments. 
e requirements, 


OMOs were meant to affect the quantum of 


marginal liquidity, while changes in policy rates, such as the Bank Rate 
and reverse repo/repo rates were the instruments for changing the price 


of liquidity. 
An assessment of macroeconomic outcomes suggests that the 
h served fairly well from 1998-99 to 2008-09. 


multiple indicator approac 
During this period, average domestic growth rate improved to 6.4 per 
cent and WPI based inflation moderated to 5.4 per cent. 


2013-2016: Preconditions Set for Inflation Targeting 

In the post-global financial crisis period (i.e., post-2008), however, 
the credibility of this framework came into question as persistently 
high inflation and weakening growth began to co-exist. In the face of 
double-digit inflation of 2012-13, the US Fed's taper talk in May/June 
2013 posed significant challenges to domestic monetary policy for 
maintaining the delicate balance between sustaining growth, containing 
inflation and securing financial stability. The extant multiple indicators 
approach was criticised on the ground that a large set of indicators do not 
provide a clearly defined nominal anchor en Re policy. An Expert 
Committee was set UP by RBI to revise me strengtnen the monetary 
policy framework and suggest ways to make it more (ranaparest and 
predictable. In its Report of 2014, the Committee reviewed the multiple 
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_ indicators approach and recommended that inflation should be the 
nominal anchor for the monetary policy framework in India. Against 
this backdrop, the Reserve Bank imposed on itself a glide path for 

i down inflation in a sequential manner ~ from its peak of 11.5 
per cent in November 2013 to 8 per cent by January 2015; 6 per cent by 
January 2016 and 5 per cent by Q4 of 2016-17. 


2016 Onwards: Flexible Inflation Targeting 
Amid this, a Monetary Policy Framework Agreernent (MPPA) was 
signed between the Government of India and the Reserve Bank on 
February 20, 2015. Subsequently, flexible inflation targeting (FIT) was 
formally adopted with the amendment of the RBI Act in May 2016 
The role of the Reserve Bank in the area of monetary policy has been 
restated in the amended Act as follows: 
“the primary objective of monetary policy is to maintain price stability 
é __ while keeping in mind the objective of growth”. 
Brock pow red by this mandate, the RBI adopted a flexible inflation 
g (FIT) framework under which primacy is accorded to the 
of price stability, defined numerically by a target of 4 per cent 
n er price headline inflation with a tolerance band of +/- - 
r around it, while simultaneously focusing on growth when 
on is under control. The relative emphasis on inflation and grow» 
ds on the macroeconomic scenario, inflation and growth outlook 
emerging from incoming data. Since then RBI has been 
ng monetary policy in a forward-looking manner and effective’) 
inicating its decisions to maintain inflation around its target anc 
y to support growth. At the same time, RBI is also fine-tuning !'s 
ing procedures of monetary policy for effective policy transmissio 
the financial markets and thereby onto the real economy. As 
ne, inflation has fallen successively and has averaged below + p: 
ince 2017-18, notwithstanding recent up-tick in inflation driver 
d prices, especially the sharp increase in vegetable prices reflectin 
erse impact of unseasonal rains and cyclone. 


= 


w& 


jon of Monetary Policy in line with the Changing 
al Developments and International Best Practices 
r net ry policy framework in India has also been guidec 
s in theory and international best practices. For instance, the 
Bretton-Woods system of fixed exchange rates and high 
yny advanced economies during the 1970s provided the 
‘ound to the choice of money supply as a nominal anchor. 
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_ with moneta : 
to growing eae framework was not satisfactory inter alia 
such as inflation. A simil etween monetary aggregates and goal variables 
evidenced in the Indi ilar instability in money demand function was also 
monetary targeti me context in the 1990s which led to 4 shift from 

Tete earl — taultiple indicators approach in 1998. 

y 1990s, beginning with New Zealand in 1990, many 

advanced and emergin ‘ 8 y 
inflation targetin ging market economies (EMEs) have switched to 
formally a tn a cas the preferred policy framework. India, however, 
fi : oe ee framework in 2016 which has helped us in terms 

ene from the experiences of a diverse set of countries over a 
long period of time. In fact, the post-global financial crisis experience 
questioned the relevance of narrow focus on price stability as the sole 
objective of monetary policy, which called for adoption of a flexible 
approach to inflation targeting to achieve macro-financial stability. In 
this milieu, financial stability has emerged as another key consideration 


for monetary policy, though jury is still out as to whether it should be 
It is interesting to note that the central 


added as an explicit objective. 
der of last resort (LOLR) has remained 


banking function as the len 
intact, notwithstanding the developments and refinements in the policy 
frameworks across countries, including India. 


netary Policy in line with the 


Evolution of Mo 
Financial Market Developments 
Financial markets play a critical role in effective transmission 
he rest of the economy. Monetary 


policy impulses to t 
policy transmission involves two stages. In the first stage, monetary 


policy changes are transmitted through the money market to other 
; e., the bond market and the bank loan market. The second 


markets, 1-€- ver 

ation of monetary policy impulses from the 
| economy - by influencing spending decisions 
hin the financial system, money market is 
conducted by the central bank. 
of India, money market prior to the 1980s was 
‘ ucity of instruments and lack of depth. ; 
characterised by 1s ven spon market liquidity was iets ey 
dominant lenders and a large number of 8 ian 


nce of 


of monetary 


ket to the rea 
d firms. Wit 


ry operations 


ad hoc Treasury Bills with fixed interest 
matic monetisation, Treasury Bills could 
ey market instrument. Administered 
base in government securities market 


characterise 
borrowers. In the pres 


rate under th 
not emerge 4° a short-term mon 
and captive investor 


In environment, monetary policy initially relied 
it planning and selective credit controls and eventually on 
et oon through quantitative instruments. 

n a markets reforms since the early 1990s, therefore, 

e nantling various price and non-price controls in the 

1 to facilitate integration of financial markets. Reform 
d removing structural bottlenecks, introducing 
ments, ensuring free pricing of financial assets, 
» restrictions, strengthening institutions, improving 
die settlement practices, encouraging good market 
moting greater transparency. These reforms gradually 
2 discovery in financial markets and interest rate 
ling mechanism. This paved way for introduction of 
Adjustment Facility (LAF) in 2000-01 as a tool for both 
Bs gement and also a signalling device for interest rates in 
t money market. Amid greater integration of domestic 
rk ts with global markets, subsequently, the RBI also began 
the impact of global developments on domestic monetary 
developments in financial markets enabled the Reserve 
» market-based instruments of monetary policy and utilise 
a d-looking information provided by financial markets in the 
t of monetary policy under the multiple indicators approach. 
igh various segments of financial markets had acquired 

d maturity over time, a key challenge has been on fuller and 
ansmission of policy rate changes not only to money market 
aden to the broader credit markets. In order to address 
es, the Reserve Bank has been trying different models. 
ime, the liquidity management framework was also fine 
il 2016 with the objective of maintaining the operating 
y% ihe policy rate. Under this framework, the Reserve 
d the market to meet its durable liquidity requirements 
ng its operations to make short-term liquidity conditions 
‘ith the stated policy stance, This was achieved through a 
struments including fixed and variable rate repo/reverse 
turities, the marginal standing facility (MSF) and 
aoeeren ~ complemented at times by the cash 


n exchange swaps. 
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aulnn jo ee for central banks is the assessment of 
Sitlokere Leben tuation. As we all know, the precise papers guar 
is bs « Chall as potential output and output gaps om 4 
as enging task, although they are crucial for the conduct 
“agg policy. In recent times, shifting trend growth in several 
oo. global spillover effects and disconnect between the 
ial and business cycles in the face of supply shocks broadly 

y monetary policy around the world is in a state of flux. Nonetheless, 
ww has to be taken on the true nature of the slack in demand and 
di shocks to inflation for timely use of counter cyclical policies. 
We, in the Reserve Bank, therefore, constantly update our 
essment of the economy based on incoming data and survey based 
yard looking information juxtaposed with model-based estimates 
j ‘or policy formulation. This approach helped the Reserve Bank to use 
the policy space opened up by the expected moderation in inflation and 
ct early, recognising the imminent slowdown before it was confirmed 
yy data subsequently. Monetary policy, however, has its own limits. 
a reforms and fiscal measures may have to be continued and 
ther activated to provide a durable push to demand and boost growth. 
. my previous talks elsewhere, I have highlighted certain potential 
_ growth drivers which, through backward and forward linkages, could 
¥ rae push to growth. Some of these areas include prioritising 
¢ a od processing industries, tourism, e-commerce, start-ups and efforts to 

lobal value chain. The Government is also focusing 

ding which will augment growth potential of the 
portant role by enhancing capital 


become a part of the g 
on infrastructure spen 
_ economy. States should also play an im 
_ expenditure which has high multiplier effect. 


Concluding Remarks 
Monetary policy frameworks in India has thus evolved in line with 
the developments in theory and country practices, the changing nature 
_ of the economy and developments in financial markets. Within the broad 
objectives, however, the relative emphasis on inflation, growth and 
financial stability has varied across monetary policy regimes. Although 
global experience with financial stability as an added policy objective is 
‘still unsettled, the Reserve Bank has always been giving due importance 
to financial stability since the enactment of the Preamble to the RBI 
Act. The regulation and supervision of banks and non-bank financial 
intermediaries has rested with the Reserve Bank and has kept pace 

_ with the prescribed global norms over time. More recently, the focus of 


ollege, University of Delhi, January 24, 2020. 


India’s External Sector 
Policies, Developments and Issues 


editorial notes in chapter 34 provide a broad overview of the 

external sector relating to policies, developments and issues 
concluding with the recent COVID-19 Pandemic impacting India’s 
external sector particularly India’s exports, imports and trade balance. 
India’s foreign trade policy is analysed in chapter 35 (Biswajit Dhar). 
While FDI (foreign direct investment) and FPIs (foreign portfolio 
investors) flows and developments are discussed and revised by Nagesh 
Kumar in chapter 36, the editorial notes in chapter 37 provide a 
commentary and current status of World Trade Organization (WTO) 
negotiations and Indian economy. 

In the present globalised and integrated world, trade is essential 
for developing countries to reap the benefit of increased globalisation 
of products and financial markets. It is well recognised that trade is 
not an end in itself but a means to balanced, equitable, and sustainable 
al economic theories point towards potential 


development. Convention 
gains that could emerge from openness to international trade and 


Ts section (VI) is devoted to India’s external sector. The 


investment. 

Over time, the trade openness of countries across the globe has been 
increasing as measured by trade as a proportion of GDP. For the world 
as a whole, the share of trade as a percentage of world GDP3 has been in 
the range of 50-60 per cent since 2003 and stood at 52 per cent in 2020 

database. For India as well, the share oa 


according to the World Bank 
of GDP has been steadily increasing, being above 


trade as a percentage . 
40 per cent since 2005 (except 2020 being the pandemic year). The ratio 
stands at 46 per cent in 2021 and 50 per cent for H1 of 2022. 
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cnt devin 6-25 per cent in the 1990s 
| 2000s. Gilbane Sanagregha, a detailed 

b traide performance is presented. j 

a 

d fs Trnde Catching up with Global Trade Level 


ed on encouraging domestic production for the domestic 
high tariffs and high degree of effective protection to the 
y. This resulted in an uncompetitive domestic industria. 


m viewing foreign trade as an engine of growth, Indian 
: ht to minimise import demand and viewed exports more 
essary evil mainly to generate the foreign exchange earnings 
par rt of the import bill not covered by external assistance. 

Aci) n in world markets declined steadily during the 
20" century, with only a marginal improvement 
| of the 1990s. Its share of world merchandise 
‘cent in 1948, higher than China’s 0.9 per cent or 
, ik fell to one-fifth its initial level, 0.5 per cent. 


vere ; only marginally to 0.7 per cent in 2000. As per 
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the WTO da aes 
ta released in April 2019, for the year 2018, India’s share 
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in global e 
2.6 per niga = erchandise was 1.7 per cent and in global im 
cent and imports 3 page India’s share in global exports was 3.5 pet 
progressively incr -@ per cent (November 27, 2019). Japan, in apace 
10.0 per cent i eased its share from 0.4 per cent in 1948 toa peak o 
Te sc, in 1993. China’s share first increased to 4 1.3 oe 
es all ’ then fell to a low of 1.0 per cent in 1973, later recovering 
tically after its opening to the world economy in 1978 to 4.0 per 


cent in 2000. 
There is no widely accepted single quantitative indicator that 
iven country wi 


captures the depths and degree of integration of a gi 


the world economy, but the ratio of exports plus imports to GDP (gross 
domestic product) is a commonly used measure. India’s ratio was a mere 
tegrated with the world 


16.6 per cent in 1980. India has become more in 

economy since then. There has been marked improvement as trade-GDP 
ratio increased from 21.8 per cent in 2000-01 to 38.2 per cent in 2015. 
In fiscal year 2019, it stood at 32.4 up from 29.3 per cent in fiscal year 
2018, rising to 31.4 per cent in 2019 (May 29, 2020). 

India’s inward orientation has had significant economic costs in 
lowering overall growth and stagnating living standards. 

The origins of economic nationalism in India can be traced to the 
beliefs held by those fighting for independence from British rule. They 
perceived the British colonial policy of laissez-faire and free trade to be 
the major causes of India’s economic underdevelopment. Their thoughts 
about economic development strategies and vision of a state-guided 
closed economy were heavily influenced by Soviet planning. They viewed 
international trade as a ‘whirlpool of economic imperialism’, 

India’s international trade policy had the direct effect of limiting its 
participation in world trade. It sought to minimise imports by supporting 
indigenous production and by according priority to domestic use in the 
disposition of production. Import tariffs, based on the recommendations 
of the Tariff Commission, were initially used to provide infant-industry 

dustries. The ambitious investment in hea 


protection to selected in . 
industries at the start of the Second Five Year Plan (1956-1961) led to 


: ae demand and a rapid depleti ; 
a significant spurt in import de pid deg a 
ies reserves, and it precipitated a BoP (balance of ein 


in 1957. sit 

Rs (quantitative restrictions) on imports were initi 
to sn the crisis but continued until early 2001 in initially imposed 
Graded import tariffs (highest on ‘least essential’ hich tensities. 
lower on indus intermediate inputs, and the | umer goods, 
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deemed ‘essential’ for development) were also introduced in the 1960s in 
an effort to contain BoP deficits. 
Persistent deficits in the BoP were mitigated by increases in tariff 
levels and in the severity of QRs rather than by devaluation of the rupee. 
Reflecting the change in the perception towards the external sector 
and its role in the overall strategy of development, the policies relating to 
India’s foreign trade, over the years have, undergone significant changes. 
The policy changes have been influenced, inter alia, by the 
recommendations of a number of committees, which were set up during 
the 1970s and the 1980s. In this context, mention may be made about 
two prominent committee reports—the Report of the Committee on 
Import Export Policies and Procedures (Chairman: P.C. Alexander, 1975) 
and the Report of the Committee on Trade Policies (Chairman: Abid 
Hussain, 1984). The Alexander Committee recommended simplification 
of the import licensing procedure and provided a framework involving 
a shift in the emphasis from ‘controls’ to ‘development’. Following 
the recommendations of the Alexander Committee, selective import 
liberalisation measures were initiated in the late 1970s primarily aiming 
at making the import of capital goods easier. Imports of certain raw 
___ materials that were not available indigenously were also placed under 
ae ie the OGL (open general licence) List. The emphasis of the policy efforts 
was also to simplify the procedures governing India’s foreign trade 
‘f During this period, special measures were initiated to boost the expor! 
Ky _ The Abid Hussain Committee envisaged ‘growth-led exports’ rather 
f man -led growth’ and stressed upon the need for harmonisation 
_of foreign trade policies with other economic policies arguing for 4 
| reduction of effective protection. The Committee also favoured 
usacemen of trade policies for longer periods in order to impart 
ree of continuity and facilitate long-term planning of export 
ess. In line with these recommendations, long-term trade policy 
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8 the period 1985-1988. The policy was formulated with the 

of nr Z exports and agg efficient import substitution. 
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aese policies are being announced for a longer period of five 
inning with the Export-Import (EXIM) Policy for 1992-1997. 
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of 1991: A Turning Point 
tose to a record 3.2 per cent of GDP in 1990, and debt- 
mts amounted to as much as 35.3 per cent of current 
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. rm debts ance imports for t 
Saant of fore: amounted to wo and a half months. 
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of change y hig evel of 146.5 per 
of inflation soared reserves by the end 
tats , enceeding 1 end of March 1991. The rate 
oe een t devaluation of id O per cent in 1990. Expectations of an 
_ NRI (non-resident Indians). A pee led ta:she WRT: of deposits My 
_ a downgrading of India’s ned — of default on short-term loans and 
Although the external t rating loomed. 
— = change, other nah Sorat me are ee 
toward radical polic actors had been pushing India 
limited deregulation oe First, the country’s cautious and 
Although this growth turned Os had delivered more rapid growth. 
liberalisation of the polic = —s - sustainable, it made further 
India’s position on matters of it it eradad crucial external support for 
reduced the country’s access t "2 security and national interest, but also 
More important, the coll o defence supplies on concessional terms. 
iiieny ent efi of the world’s leading centrally planned 
observers— aith in central planning. Several percepti 
some in government perceptive 
independent ; nt (see Jha, 1980 and Dhar, 1990), oth 
en academics (the earliest being Bhagwati and D. i 19 las 
Bhagwati and Srinivasan, 1975)—had drawn attention 7 ps ile 
state controls on economic activity and inward orientation h. 2 sn Pi 
dearly in slow growth. Their voices would have continued to Hh cost India 
it not been for the collapse of the Soviet Unio d ignarey had 
China’s spectacular growth after the 1978 oe ae equally Rees 
: 
economy to the rest of the world and allowed a a its planned 
The fear of being left behind by China led policymakers to mali i i 
crisis, unlike the earlier ones, could not be handled without feria 
radical changes in the economic policy regime. ines 
The severity of the economic crisis of 1991 
provided ; 
for the government to undertake major microeconomic cra. 
The reforms indeed heralded a major change in the country’s res spire 
_ strategy. India gradually abandoned the use of soantiiall a 
. ; ontrols i 
t in favour of market-based instruments. Thess 


economic managemen 
asa decisive move away from inward orientation and toward 
ma ‘on with the global economy. ra greater 
} S ‘The trade policy changes in the post-1991 period sought to mini 
_ the role of quantitative restrictions and substantially reduc minimise 
es on the lines sugges e the tariff 
1 J. Chelliah). The developme 


diate 


ted by the Tax Reforms Committee (Chai 
nts in India’s trade policy donnie 
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riod need to be viewed in conjunction with policy reforms initiated 

in other spheres of the economy. The devaluation of the rupee in July 

1991 and the transition to the market-based exchange rate regime 

Jeserve mention in this regard. These measures were aimed, inter alia, at 

enhancing the price competitiveness of exports. The policies governing 

ion investment and foreign collaboration also have undergone 

t change, which have a bearing on trade performance. Apart 

from unilateral measures, the liberalisation of India’s trade policies also 
reflects the multilateral commitments of the country to the WTO. 

The focus of these reforms has been on liberalisation, openness, 
transparency and globalisation with a basic thrust on outward orientation 
focusing on export promotion activity and improving competitiveness of 
Indian industry to meet global market requirements. In early 2002, the 
government presented a MTES (medium term export strategy) for 2002 
2007 providing a vision for creating a stable policy environment with 
indicative sector-wise targets, with a mission to achieve one per cent 0! 
global trade by 2007 which luckily had been achieved. 

The foregoing discussion on India’s foreign trade policy brings ou 
certain distinctive features of the policy changes introduced since early 
1990s. In the first place, there has been a clear shift in emphasis from 
import-substitution to export-promotion. 

_ Secondly, the reach of the export incentives has been broadened to 
tiie large number of non-traditional and non-manufactured export 
Thirdly, the policy stance marks a move away from the provision ©! 
_ direct export subsidy to indirect promotional measures. Apart from the 
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discernible change in trade policy, the 1990s was also characterised by 
the introduction of market-based exchange rate regime. 
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rine The impact of trade reforms is evident from the changing structure 
of India’s foreign trade in terms of diversity of markets and products 
d also in the form of higher degree of trade openness (resulting 
° a higher export growth and the associated increase in the capa: ity 
import). Following the various policy initiatives taken by the 
ment, there was a perceptible improvement in India’s export 
ce in the initial phase of the reform period—both at the 
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Ss commodities. The commodity composition of 
t has changed in favour of technology intensive 
cts such as, engineering goods, besides high-value 
cts. The destination profile of India’s exports shows 
ng countries have gained considerable prominence 
he commodity composition of imports is affected by 
E such as impact of trade policy, domestic demand and 
prices. The sourcing pattern of imports has also changed, 
ar of the developing countries. 
ae of exports constitutes an important element of 
promotion strategy. Reflecting the policy thrust as also 
i of industrial development, India has gradually 
rom a predominantly primary products exporting country 
‘ter of manufactured goods. However, it may be noted 
more prominent in the 1970s. The progress has, however, 
ifter. Aided by various export promotion measures, the 
ufactured goods’ in India’s total exports increased from 
‘during 1987-1990 to 75.3 per cent during 1992-1997 
» 77.4 per cent during 1997-2002. Exports of petroleum 
we also increased in the recent years. The commodity 
| within the major groups has also undergone a considerable 
ation, Within the ‘primary products’ group, the share of 


Table 34.1 


Average Share of Exports of Selec ted Commodities 
(%) 


1987-1990 1990-91 1992-1997 1997-2002 


I 2 3 4 

a S62 23.8 21.9 18.5 
70.7 716 75.3 77.4 

7.5 8.0 5.8 46 
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# 
te share of ‘ores and minerals’ has 
, + in share of ‘engineering goods’ within the 
A pane iter indication of upward movement 
ne value-addition chain. Similarly, exports of 
ficu ducts also showed marked improvement in the 
ae ee jereas the shares of traditional export items such as 
> tai tnt carpe dedicnd Among other major 
ed products, the share of ‘chemicals and allied products’ has 
it of ‘leather and manufactures’ has declined between 
91 and 2001-02 (Table 34.1). 
n-wise analysis of the Indian exports indicates an 
ition in respect of the Organisation for Economic 
and | Development (OECD) group being the largest market, 
inence of the Organisation of Petroleum Exporting 
) and the developing countries (Asia, Africa and Latin 
Eps erosion in the relative position of the Eastern 
e break-up of the Soviet Union, the share of the East 


ud Table 34.2 
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dramatically from 17.9 per cent in 1990-91 to 
02, primarily on account of the termination of 
h as tea, tobacco gt impact on exports of agricultural products 
share was, howeve and spices to this region. The loss of this 
countries and th ", made up by increasing the shares in developing 
ee the OPEC region, both of which doubled between the 
__ Years 1987-88 and 2001-02 (Table 34.2). 
os India’s iy ent share in world trade increased perceptibly during 
; ‘the 1990s. India’s exports as a percentage of world exports improved 
Me 0.56 per cent during 1991-1996 and further to 0.65 per cent during 
1996-2002 from 0.48 per cent in the 1980s. The ratio was 0.71 per cent 
. ‘in 2000-01. Nonetheless, India’s share in world exports was still very 
; low and appears unimpressive when compared with the other major 
om trading Asian countries, such as, China and other East Asian economies 
| pn Malaysia, Thailand, Singapore, Korea and Indonesia. China 
de ted the most dramatic change as its share in world exports 
more than doubled in a decade from 2.0 per cent in 1991 to 4.4 per cent 
in 2001 (Table 34.3). 


Table 34.3 
India’s Share in World Imports and in Imports of Major Trading Partners 
(%) 
Annual Average 
Group/Coun 1981 1986 1990 1991- 1996- 
“4 1995 2000 
1 “ee 2 3 4 5 
ne —— es oF 0.6 0.6 0.7 
Industrial Countries 0.4 aed had 0.5 0.5 
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in 2011-12 was composed of a rather high growth in exports of POL 
etroleum, oil arid lubricants) as well as fiori-POL exports. Imports 


grew in the satne period at a faster rate 
: fy in 2011-12 and 2012-13. A large part 


of the widening owed to global commodity price rise even in a milieu of 
th. India's greater integration with the world 


° | ts gl pete reflected by the trade openness indicator, merchandise 
trade to GDP, which increased from 13.9 per cent in 1991-92, to 27.0 
per cent in 2004-05 and further to 41.0 per cent in 2013-14. However, 
it moderated to 37.1 per cent in 9014-15 as a result of subdued exports 


and imports. 
Since late 2014-15 (December 2014), India’s merchandise exports 
usly. Both developed and developing 


fall in exports as a result of subdued 
cone wnward spiral in crude oil prices. Since the 
atter half of 2014, there has been a southward movement in the growth 


's are not Growing Fast Enough 
the twenty-five years since 1992, when India began liberalizing 
regime, India’s share of world goods exports rose from 0.5 per 
1992 to 1.7 per cent in 2017. The corresponding export share of 
ch celebrated Indian service sector rose from 0.5 per cent to 5~ 
t during the same period. To put these numbers in context, ove’ 
period the Chinese share of world merchandise exports ros< 
per cent to 12.8 per cent. Closer home, Bangladesh more than 
its share of world merchandise exports in just the last ten years 
m 0,09 per cent in 2007 to 0.2 per cent in 2017. More generall; 
world as a whole exports around 30 per cent of its GDF, the 
exports in India’s GDP continues to languish below 20 per ce" 
and Lahiri, 2019). 
th, rgic pace at which India has increased its exports has 
; its growth, as India has not been able to meaningfully tap 
enc for its goods and services. Relative to world averages: 
ater share of service exports. While the Indian service 
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ation of — senvination of rising wage costs and 

a5 eT 8S Services may well limit the growth 
a, on, given the relatively low employment 


, 2 service sector ex ; 
+} ports, India has to work 
: of merchandise exports. 


eer role of exports, NITI Aayog’s Three Year 
‘ to 2019-20 states the following: 
uy four developing countries that have successfully 
1 eae within three decades: South Korea, Taiwan, 
wie, 11 every one of these cases, exports have played a 
» with its population comparable to that of India, offers 
ant example. In 2015, the world merchandise exports 
9 USD 16.6 trillion. China accounted for 13.72 per cent of 
and India only 1.67 per cent. Even accounting for the fact 
GDF a 5.2 times of that of India in 2015, India’s share in 
h lower wages, India exported only USD 18.2 billion 
jparel in 2015 compared to USD 175 billion by China. 
hich is less than one-tenth of India in terms of population as 
’ “ported more apparel in value terms than India. The gap 
a and China was even starker in electrical and electronic 
two countries exporting about USD 8 billion and USD 
espectively. The story is no different in footwear with India 
9.5 billion and China USD 51.2 billion in 2015. 
a s matter? On the demand side, Indian firms often 
is inadequate demand for their products. Yet, the 
in merchandise exports at USD 16.6 trillion in 2015 is 
f ‘re Why are Indian firms not able to take advantage of 
. der nd? The likely explanation is that their products are 
bes in the global economy. The flip side of this point is that 
Te the global economy is what leads to fast productivity 
‘must compete against the best in the world and must 
tly upgrade technology, management and product 


s, trade policies, technology, and movements in 
omn prices have had a strong bearing on the 
% trade over time. The global financial crisis of 2008 in 
onjunction with commodity price shocks significantly affected the 
smposition. There was a rebound in 2010-11 in terms of robust global 
srowth, relatively stable global commodity prices and a pick-up in trade. 
Be: oF ‘comparison of the current composition with respect to 2010-11 
may, therefore, be apposite. The top eight export sectors—petroleum 
products and jewellery, textiles, chernicals and related products, 
<3 agriculture and allied sector, transport equipment, base metals and 
— machir ntinue to dominate India’s export basket, accounting 
ae rat ‘for nearly 86.4 per cent of total exports in 2014-15 (as compared to 
ihe 78.1% in 2010-11). Petroleum, crude and products occupy top position 
among the top eight export sectors with an 18.3 per cent share of total 
exports in 2014-15 (as against 14.6% in 2010-11). The share of gems 
___and jewellery exports declined from 17 per cent in 2010-11 to 13.3 per 
cent in 2014-15. The shares of agriculture and allied exports, chemicals 
sducts and transport equipment in total exports have 
m 7.1 per cent, 8.3 per cent and 6.6 per cent respectively in 
1 to 9.7 per cent, 10.2 per cent and 8.6 per cent in 2014-15 
yw sver, export growth in 2016-17 was fairly broad based with 
sitive growth in major categories except textiles and allied products, 
id leathe and leather manufactures. In 2017-18 (April- November) 
00: g th € major sectors, there was good export growth in engineering 
ds and Petroleum crude and products; moderate growth in chemicals 
reli ted products, and textiles & allied products; but negative growth 
: ans ax d jewellery (Table 34.4) (Economic Suvey 2017-18, Vol.) 
Dur ng 2015-16 (April-December), total imports declined by 15.9 
cer { 19 US$295.8 billion as against US$351.6 billion in 2014-15 
l-December). Detailed commodity breakup shows that imports 
mic goods, agriculture and allied products and fertilisers 
red th rates of 11.5 per cent, 6.9 per cent, and 19.4 per cent 
ctively, Machinery, an important item of capital goods import, 
tex | low growth of 0,8 per cent while transport equipment imports 
sed negative growth of 12.6 per cent in 2015-16 (April-December). 
Dn average, India’s merchandise trade balance has improved from 
to 2014-19 (Table 34,5), although most of the improvement in 
atte: period was on account of more than fifty per cent decline in 
Prices in 2016-17. Lately the improvement in trade balance has 
contributed to the improvement in BoP position (Figure 34.2). 
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trading p partners during 2019-20 (April-November) 
ore than 50 per cent’ of India’s total merchandise 
ade position with respect to top trading partners 
me is shown in Table 34.6. With two top trading 
nd United Arab Emirates, India has consistently run 
e 2014-15. On the other hand, India has trade deficit 
oot 15 with respect to other major trading partners 
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fore it changed to trade deficit in 2018-19. The bilateral 


co 


n merchandise exports to GDP ratio has a net positive 
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on India’s exports of a slowdown in world output 
a of India’s real exchange rate has been an outcome 
Ae n of India’s exports with global value chain 
it pa global value chain has increased following 
oe. in manufacturing exports. In view of 
on “Make in India” programme, increase 
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Petroleum, Oil and Lubricants (POL) exports have a dominant share 
India’s export basket. However, since petroleum exports are a value 
ed pass through of petroleum imports, exports net of POL exports 
cts how broad-based India’s exports are in generating value addition 
country. Growth in Non-POL exports dropped significantly from 
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ugh a fall in merchandise imports to GDP ratio entails a 
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US# remained the top export destination in April-November, 
lowed by UAE and the Netherlands. The Netherlands has 
China from the 3rd spot as India’s exporting partner. India has 
j its export destinations over time. For example, the share of 


ic in total exports has risen from 1.2 per cent in FY19 to 2.0 


| Figure 34.6 
10 Import Origins of India in 2011-12 and 2019-20 
(April-November) (By Share in Per cent) 
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indemicinduced global restrictions and weak tourist 

Table 34.11 

ance of Service Trade (Values in USD Billion) 
2020-21 2021-22 Apr-Sept 2022 (P) 

Exports Imports Exports Imports Exports imports 
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of global activity, 
319 shipping vessels and high transportation costs resulted in a spike i 
ents. Travel imports saw a growth following the easi P 
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"transport pay™ 
up of travel restrictions. 


ocus on supporting both 
proving the ‘ease of doing 


eran Infrastructure Incentive Scrip, Vishesh 
og Yojana and Incremental Export Incentive Scheme) 
cific or actual user only conditions attached to 

nd into a single scheme, namely the Merchandise 

e (MEBIS). Notified goods exported to notified 


ised on realised FOB value of exports. Countries 
into three categories —-namely Category A: traditional 
or B: emerging & focus markets and Category C: other 
of incentives. The government has expanded the coverage 
October 2015 by adding 110 new items. The incentive 
ge of 2228 items has been enhanced. 


| India Scheme: The Served from India Scheme (SFIS) 
with the Service Export from India Scheme (SEIS). 

‘ ‘service providers located in India’ instead of ‘Indian 
. Thus it provides for incentives to all service providers of 
) are providing services from India, regardless of the 
Of the service provider. The rates of incentivisation 

d on net foreign exchange earned. The incentive 

, will no longer carry an actual user condition 

icted to usage for specified types of goods but be 

ble for all types of goods and service tax debits 
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. A Duty credit scri duty. 
. Scrips 
are freely transferable and usable for payment of custom O° 7" 


excise duty and servi 
_ the goods Seiad an om All scrips issued under the MBIS and SEIS and 
gainst these scrips are fully transferable. Scrips 


under thes 
e schemes can be used for the following: 


(a) Payment of 
customs duty on import of inputs / goods including capital 


goods, except items listed in Appendix 3A. 


(b) Payment i 
of excise duty on domestic procurement of inputs oF goods, 


(©) 


includi i 
ng capital goods as per notification of DoR (Department of 


Revenue). 

es as per DoR 
gh debit under 
oR rules, 


oo of service tax on procurement of servic 
notification. Basic customs duty paid in cash or throu 
my credit scrip can be taken back as duty drawback as per D 
if inputs so imported are used for exports. 


Other measures 


(a) 


(b) 


(c) 


» there wer 


Under the Export Promotion Capital Goods (EPCG) scheme, in cas€ 


capital goods are procured from indigenous manufacturers, specific 
export obligation has been reduced to 75 per cent. This is designed to 
help the indigenous capital goods manufacturing industry. 

Under the MEIS, export items with high domestic content and value 
addition have generally been provided higher levels of incentives. 

ons and specified documents which were 
d earlier for incentive schemes and duty 
w been dispensed with. 

t consignments as proof for notified 


Hard copies of applicati 


required to be submitte 


exemption schemes have no 
Landing documents of expor 
market can now be digitally uploaded as s 
There will be no need to submit copies © 
documents repeatedly with each application, 
uploaded in the exporter/importer profile. 
Dedicated e-mail addresses have been provided for faster and 
paperless communication with v s of the Directorate 
General of Foreign Trade (DGFT 

Facilitation Committee. 
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ny Paiolcy (FTP) has, conventionally, been _ 

five years at a time. The focus of the FTP has been to 
or of rules and procedures for exports and imports and 
2s for promoting exports. The latest FTP for 2015- 2020 
To provide policy stability during the pandemic 
is 2462 0 oes ertended fom 2020 to 2022. The 
| 1s been further extended till March 2023 on account of volatile 
conomic and geopolitical situations and currency fluctuations. 
thie period, the Government has been taking significant 
e and consistently looking into opportunities to diversify the 
a in terms of products as well as potential markets. The 
rnment is actively working on facilitating trade agreements and 
in: g schemes in consultation with various stakeholders. In the year 
)22, Ine a signed Free Trade Agreements (FTAs) with UAE and with 
: This aims to provide greater market access with a reduction 
ariff anc Sg barriers on goods and services and make the 
_ The Export Preparedness Index8 has also been 
> States’ potentials and capacities. It will guide all 
rc Filenathening the export ecosystem at both the 


al an Paids-national levels. 


Trade Settlement in Indian Rupees 
2022, the Reserve Bank of India (RBI) issued a circular 
an additional arrangement for invoicing, payment, and 
of exports/imports in Indian Rupees (INR) to promote 
of <r apa trade with emphasis on exports from India and 
the increasing interest in the global trading community in 
fernational currency. The framework involves invoicing of 
sd imports in INR, market-determined exchange rates between 
ss of the trading partner countries, and settlement through 
| oo accounts opened with authorised dealer banks in 


s arrangement for settlement, (a) Indian importers 
mports through this mechanism shall make payment 
‘shal Ihe covdined into the Special Vostro account of the 
1 of sang Stag country, against the invoices for the 
— the overseas seller/supplier, while (b) 


der exports of goods and services through 
rae the export proceeds in INR from the 


. 
i ae 


ances in the 
‘Of the partn 


acquires sign entioned frame 

’ ificance apaj work for international settlement in INR 

hi iking the policy rates RAinst the backdrop of the US Ped aggr 

_ the US dollar to and its hawkish stand 

ee multi-decade h and, the consequerit rallying of 

_ Of currencies of e high levels 

(ane of various EMBs incl , and concomitant 

ae largely reduce the net ere uding the INR. The framework could 

oe for the settlement f foreign anchangs: See Sa 

; Further , the use of INR in cr of current accountrelated trade flows. 

_ urrency risk for Indian ee trade is expected to mitigate 

By Sie ceduces the cost aoa Protection from currency volatility 

= business cn ) ‘ oing business but also enables better 

a globally. “1 wy end mi Ae an for Indian businesses to grow 

oe Te os Sores eed for holding foreign exchange reserves 

% _ a depe oreign currency, making Indian economy less 
vulnerable to external shock 

5 Ae tng ava oc s. Purther, it could assist Indian exporters 
my nce payments in INR from overseas clients and in the 
longer term promote INR as an international currency once the rupee 
settlemen t mechanism gains traction. One of the prerequisites for the 


emergence of an international currency is that the said currency needs 
for trade invoicing. If the INR turnover rises to 


to be increasingly used 
the share of non-US, non-Euro currencies in global forex turnover 
of 4 per cent, INR could be regarded as an international currency 
reflecting India’s position in the global economy. ‘ 


- Initiatives to Enhance Tr 
The commendable performance of India’s exports, standing at US$ 


422.0 billion in FY22, exceeding the target of US$ 400 billion, has been 
the culmination of efforts from all quarters and across stakeholders. 


if ‘Some of the factor’ leading to the achievement of this target were 
site in place of targets by the Government, including the setting 


Bs ee curgets - countrywise, product-wise, and Export Promotion 
Tae specific , monitoring of the targets and course correction where 
‘ owth was driven by an increase in demand 

ke petroleum, cotton yarn, textiles, chemicals, and 
ge the gap in the supply of 


a products * India was able to levera 
r ake of the pandemic-related disruptions and 


products in the w 
r fe 1, Exports were also helped by favourable global 
global Some of the specific schemes of the Government 


te ee ‘eating and encouraging exports are as follows. 
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Ss 


er exports achiev: 
ren eae in PY22 reaching US$ 37.8 billion or 
to perform well in FY23 with exports of US$ 26.8 billion 
dana ‘support of export promotion agencies including 
Inspection Council, Plantation Boards, and Agricultural and 
ged Food Products Export Development Authority (APEDA), and 
facilitating measures like online issuance of certificates required 
orts, aide growth of agricultural exports. Regular promotions 
rganised for agricultural products through participation in trade 

eci events in association with the Indian Missions. 

' ture exports from UTs of Jarmmu and Kashmir and 
BDA has linked Kashmir valley start-ups, new entrepreneurs, 
Producer Organisations/farmer groups, and exporters of the 
orters. Regular shipments of high-value Kashmir Saffron 
lace to destinations including the Middle East, EU, and 


Ss e for Export Scheme: The Government has been 
t ne Trade Infrastructure for Export Scheme since FY18 
! tral and State Government Agencies in the creation of 
infrastructure for the growth of exports from the States 
a 
1 provides financial assistance in the form of grant-im-aic 
2 Government owned agencies for setting up or for up 
. xport infrastructure as per the guidelines of the Scheme. 
» oe 
ot : | Trade Engagements 
‘of globalisation has been accompanied by a proliferation 0! 
emer and the emergence of competing trade blocs. [hes< 
fecting every business, every industry, and every coun’ 
Pp ing up with these changes has become a challenging task 
k around the globe. Governments have been pursuing 
al trade cooperation largely driven by diverse external and 
iti economy considerations such as promoting peace 
t , increasing market size and most importantly, insurins 
sa yar st unfavourable trade policies of other countries. 
has Ni stood for an open, equitable, predictable, non 
at ry, and rulebased international trading system. India 
ona Trading Arrangements (RTAs) as ‘building blocks 
erall objective of trade liberalisation and as complementing 
| trading system. Recognising that RTAs would continuc 
anently in world trade, India has engaged with its trading 


eng 


4 
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the in ee 
mm min’ Previous decade op 
5 wove, in some cas began concluding, in principle 
ments (CEC es, towards C Economic 
= identifie A) which covers FTA in goods, services, 
economic rati : areas of economic cooperation. 
sion of India’s ¢ nale for FTAs was the diversification and 
g field vis-a-vis 8 to its trading partners, providing a level 
ir tra partners competing countries having preferential access 
nd intermediate prod as well as gain easier access to raw 
Mthestic tanut ucts, at lower costs, for stimulating value- 
: © Asia i acturing. In the case of the India-Association 
| dite this i haa (ASEAN), India-Korea, and India-Japan 
a so part of iti 
well inte fades “Look Fast Policy” geopolitical strategy that dovetailed 


i Term Review and Subsequent Trade Related Policies 


in th mid-term review of FTP released on 5th December 2017, some 
additional measures have been taken to help India’s trade sector. Besides, 

| 15th December 2017, a special package for employment generation in 
hi x and footwear sector was approved by the Government which is also 


y ae help exports from this sector (Box 34.2). 


Box 34.2 


; E | Highlights of the Mid Term Review of Foreign Trade Policy and 
a Subsequent Trade Related Policies 

int. 

i MEIS (Merchandise Exports from In 

: ¥ rs of Textiles i.e. Ready M 

ent to 4 per cent invo 


dia Scheme) incentives for two 
ade Garments and Made Ups 
lving additional annual 


- ea a —_ : 
increased from 2 per 
Z incentives of 2743 crore. 
a ¥ -ross the board increase of 2 per 
J Sects by MSMEs/labour ijntensi 
| ’ E oeide jmpetus to the services trade, the SEIS (Service Export from 
i s } al piel have been increased by 2 per cent for notified 
dia such as Business, Legal, Accounting, Architectural, Engineering, 
# Js and Restaurants amounting to %1140 crore. 


Hospital, Hote iy: 

vali dity period i increased 
f the Duty Credit Scrips has peen 

ig hs to A months to enhance their utility in the GST 


as — contd... 


cent in existing MEIS incentive for 
ve industries amounting to %4576 


e for inputs to be used in the manufacture of 
rt will self-certify the requirement of duty 
inputs and take an authorization from DGPT. 


ald initially be available to the Authorized Economic 


service for Complaint Resolution has been activated on 
bsite (www.dgft.gov.in) as a single window contact point for 
importers for resolving all foreign trade related issues. 


improving Ease of Trading across Borders for exporters 
2 3) a professional team envisaged to handhold, assist 
: exporters with their export related problems, accessing 
ets and meeting regulatory requirements. 
istics Division created in the Commerce Department to 
1 coordinate implementation of an Action Plan for the 

development of the logistics sector, by way of policy 
‘improvement in existing procedures, identification of 
ks and gaps and introduction of technology in this sector. 
tive list of capital goods which are not permitted 
ods) scheme has 


y, a nega 
EPCG (Export Promotion on Capital Go 


- of Domestic Tariff Area (DTA) sale from Export Oriented 
‘on concessional and full duty has been removed and 
mit on entitlement of DTA sale has also been removed. 
tly, restriction on DTA sale of motor cars, alcoholic liquors, 
; imported for the purpose of repair/ refur 
: re-engineering have been made free, 

of employment in the repair services sector. 


| blockage of the exporters due to upfront 
its has been addressed. Under advance 
stion for Capital Goods (EPCG) Scheme, 
3 have been extended the benefit of 


its contd.. 


bishing 
thereby 


Suppliers for exports witha. from abroad as well as domestic | 
Blcaats itched trom ie pet 016 mah abe Sa | 
mec | nen nt Contains on 15th December 2017, approved the 
_—— -— employment generation in leather and footwear 
Package involves implementation of Central Sector Scheme 


ga » Leather & Accessories Development 
; oa lee expenditure of %2600 crore over the three years 
| 8 to 2019-20. The scheme would lead to development of 
wee > for the leather sector, address environment concerns 
> aelees to the leather sector, facilitate additional investments, 
. ment generation and increase in production. The Special 
a has the potential to generate 3.24 lakhs new jobs in 3 years and 
assis in formalization of 2 lakh jobs as cumulative impact in Footwear, 

. Leather & Accessories Sector. 


g 


gurce : Based on inputs from Department of Commerce. 
Economic Survey 2017-18, Vol. Il. 


‘ Negotiations 
ndia hosted a WTO Ministerial Meeting of Trade Ministers (13- 
lay 2019, New Delhi) wherein sixteen developing and six least 
ned countries along with the DG, WTO participated to deliberate 
‘. =e of concern to the member countries. The meeting culminated 
. Accument, which lays out priorities for developing 
tries in various areas and envisages addressing the challenges being 


4 by the Dispute Settlement system of the WTO.’ 


ORR of Payments 

a ii evant account, capital account, ervovs onl 

, e reserves. Under current account of 

. fied into merchandise (exports and 

> tY eavisibles. 1 yisible transactions are further classified into 

nc oe iy. (i) services-travel, transportation, insurance, 
2S, ded elsewhere) and miscellaneous (such as 


cong not inc 
am hae n, financial, software, news agency, royalties, 


hanges in foreign exchang 
Srangactions are class! 
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INDIAN BCONOMY SINCE INDEPENDENCE + UMA KAPILAG 


management and business services), (ii) income, and (iii) tram 
(grants, gifts, remittances, etc.) which do not have any quid pro quo. 
Under capital account, capital inflows can be classified by instru a 
(debt or equity) and maturity (short or long-term). The main compo er 
of capital account include foreign investment, loans and banking 
Foreign investment comprising FDI and portfolio investment consist 
of Fils (foreign institutional investors) investment, ADRs/GE 
(American depository receipts/global depository receipts) represei 
non-debt liabilities, while loans (external assistance, ECBs (external — 
commercial borrowings) and trade credit) and banking capital inchue 1 
NRI deposits are debt liabilities. tees 


India’s Balance of Payment Trends: 1950-51 to 2014-15 


According to Deepak Mohanty, India’s BoP evolved reflecting 

the changes in our development paradigm and exogenous shocks nee 
‘time to time. In the 60-year span, 1951-52 to 2011-12, six events pe aaa 
| a lasting impact on our BoP: (i) the devaluation in 1966; (ii) first and ue 
_ second oil shocks of 1973 and 1980; (iii) external payments crisis of is ¢ f z 
(Gv) the Bast Asian crisis of 1997; (v) the Y2K event of 2000; and 
e global financial crisis of 2008. E: ee 
he first phase can be considered from the 1950s through mid- 
Js. In the early 1950s, India was reasonably open. For example, im ; 
1-52, merchandise trade, exports plus imports, accounted for 16 per He 
int of GDP, Overall current receipts plus payments were nearly 1 ) pe 
ent of GDP. Subsequently, the share of external sector in India’s Gl Pp 
adually declined with the inward looking policy of import substitutie 
»reover, Indian export basket comprised mainly traditional items HRS” | 
, cotton textile and jute manufactures. Not only the scope of orle 
rade expansion in these commodities was less, but additionally 
é to face competition from new emerging suppliers, such as P, 
oa jute manufactures and Ceylon and East Africa in tea. 
During this period, policy emphasis was on import saving F 
export promotion, and priority was given to basic goods and cag 
ctor. It was argued that investment in heavy industries we 
saving in foreign exchange, as output from such industrt 
place their imports in the long-run. Import-substituen 
3 were expected to gradually increase export competiti vent 
ici ns achieved in the domestic economy. But this 
1, Hence, exports remained modest. In fact our external sector 
relation to GDP from the level observed in the early 198 
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# Second Five Year Plan led to 
: op of this, the strains of Indo-China 
war of 1965 and severe drought of 
jor BoP crisis. India’s international economic 
¢ countries came under stress during the Indo- 
a. al of foreign aid by countries like the US and 
a of aid by the Aid India Consortium led to 
1 inflows. Given the low level of foreign exchange 
trade deficit, India had no option other than to 
a ace per cent in June 1966. 
ndia’s export basket was limited, the sharp devaluation 
d the competitiveness of India’s exports. Concurrently, 
ndertake a number of trade liberalising measures. Even 
jet impact of devaluation was a contentious issue among 
nor, data show that exports growth, though modest, 
rts growth. 
he current account turned into a surplus in 1973-74 as 
—— was significant but invisible receipts also 
d from deficit to surplus mainly on account of 
rs which “es represented grants under the agreement 
4 with the US Government on the disposition of PL 480 
ge funds Since surplus in CAB (current account balance) 
F re rupee loans under the same agreement with the 
se 


te enero enby mergioa 


5 Oil Shocks of 1973 and 1980 


BOF rer d comfortable during the 1970s. The adjustment 
t © dais on 1973-74 was rendered smooth by a happ) 
wks 
of buoyant exports, spurt in private transfer receipts an 
of aid. Exports, benefited by the expansion in globa' 
in annual rate of 6.8 per cent i in volume terms and by 15.! 
do hermes during the decade. An effective depreciation 
red due to the link with Pound Sterling until 197- 
a Assis giowth in prices in India relative to othe: 
transfers rose seven-fold from US$296 million 1 
million in 1979-80 and in fact, in the post first 


Pitiienne se 
term. ie. came to occupy the 
‘il shock of 1979, the full effects of which spill et 
aS more severe than that of the ak ch spilled over into 
; ' r imports led. Thi 3-74. Between 1978- 
ag alittle — doub the increase in POL imports 
wer increase in th i 
i by the ’ e overall imports. This 
Ama second-round effects on non-POL i 
by th imports. Export 
an jas depressed € severe international recession of 
) ar recorded a volume growth of just a little over 3 per cent 
. Oe ae 2 to provide support to the BoP, Largely 
Ee from tourism and the sustained buoyancy of 
ineter However, the sharp widening in the merchandise trade 
ulted in a turnaround in the CAB trom a surplus in 1977-78 to 
981-82 of the order of US$3,166 million or 1.8 per cent of 
consisted essentially of an EFF (extended fund 


otis sed with the IMF, although there were also intensified 
de petroleum. 


jmpro domest production of cru 
s the 1980s. BoP again came under stress. The second oil 
rapid increase In imports 'n early 1980s. Oil imports 
during 1980-1983. At the 


two-fifth of India’s imports 
was changing towards greater 


“Mindia’s external sector policy 
ae ndertaken to promote exports and 


were U 
ers during this period. However, several 
y. First, despite a number of 
5 in the world 


ued growth condition 


growth. Second, the surplus on account of 
jn private transfers. Third, 
o debt creating 


ith great 
_ ‘ts. Fourth, deterioration is 
ted the 


2 aes Gee de period tral abe dete 
1 of GNP (gross national product) doubled, reaching the level 
and foreign currency reserves were depleted rapidly. 
were made worse by an accompanying double-digit inflation 
. The oil price increase resulting from Iraq's invasion of 
August 1990 reinforced the crisis-like situation in India. 
‘credit rating got downgraded as, for the first time in its 
lia was on the verge of defaulting on its international 
ats and was denied access to external commercial credit 
#t outflow of NRI deposits commenced in October 1990 and 
during 1991. The only way left for India was to borrow against 
ot its gold reserves transported abroad. 
good emerged out of the BoP crisis of 1991—the 
Disincenic reforms. Apart from an immediate programme of 
omic stabilisation, structural reforms were also introduced in the 
rial ar and trade policy regimes with a view to improving the efficiency, 
tivity ry and international competitiveness of India’s economy. 
e br to reform in the external sector was laid out 
of the High Level Committee on Balance of Payments 


of policy changes was r reflected in lower CAD and its 
e financing in subsequent years. India could manage the 
cks that emanated from the East Asian crisis in 1997 and 
‘the rise in international oil prices and bursting of dotcom 
99-2000. Indeed, the Indian economy remained relatively 
) ;. open East Asian crisis owing to the reforms undertaken in 
and proactive and timely policy measures initiated by the 
effect. Monetary tightening coupled with 
ane and steps to bolster reserves through issuance of 
it India bonds) helped in stabilising the BoP. 
under some stress again in the first half of 2000- 
> rise in oil prices and increase in interest rates in 
At the same time, India’s software exports got 4 


pei age cea 


ae services rts and remittance 
‘increased sharply which nie tas offset the deficit 
ant. Software €xports rose from 0.9 per cent of GDP 
Sacto Per cent of GDP by 2008-09. Private 
“* Per cent of GDP to 3.8 per cent during 
‘in the 2000s software exports and private remittances 
arog items for the current account mitigating 
t the ise trade deficit. Owing to a combination 
t, the current account recorded a surplus during 2001- 
ently, as international oil prices started rising and 
th picked up, deficit in current account re-emerged during 

107-08 albeit remained range bound. 
@ period of stability, India’s BoP came under stress in 2008- 
ting the impact of global financial crisis. As capital inflows 
India had to draw down its foreign currency assets by US$ 
2008-09. Stress, since the collapse of Lehman Brothers 
fed from decline in India’s merchandise exports and 
growth in services exports. Although there was some 
ng 2010-11 on the back of a strong pick-up in exports 
diversification of trade in terms of composition as well as 
proved to be short-lived. BoP again came under stress during 
dc in advanced economies spilled over to EDEs, and 

2 in oi! and gold imports. 


is In Challenging Times 


- has been facing considerable global headwinds 
—. ’ jevelopments. India’s current account balance 
; f cit of US$ 36.4 billion (4.4% of GDP) in Q2FY23 
at of US$ 9.7 billion (1.3% of GDP) during the 
ede previous year. The widening of the current 
) in the second quarter of FY23 was mainly on 
; ise trade deficit of wp hiss verge ~~ 
. o. For the perio pril- 
is CAD of 3.3 per cent of GDP 

- Le), India Dace trade deficit, as compared 
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gn nt, consisting of Foreign Direct Investment (FDI) 
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‘ount. On a BoP basis, the net capital inflows declined to US$ 
on in H1IFY23 from US$ 65.0 billion19 in H1FY22 primarily 
‘the FPI outflow of US$ 14.6 billion in Q1FY23. Net FDI 
ISS 20.0 billion in H1FY23 were comparable with US$ 20.3 
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and Hardware attracted the highest share of FDI equity inflow (23.4 per 
cent) followed by Services (15.4 per cent) and Trading (12.2 per cent). 
In terms of FDI inflow, Singapore was the top investing country with a | 
37.0 per cent share, followed by Mauritius (12.1 per cent), UAE (11.0 per 
cent), and the USA (10.0 per cent). 
Repercussions of the Russia-Ukraine conflict and aggressive | 7 
monetary policy tightening by the US Fed escalated global financial a 
market volatility leading to net outflow by FPIs in QIFY23. However, © 
FPI flows turned positive in Q2FY23. Overall, FPIs recorded a net | es 
outflow of US$ 2.5 billion during April-December 2022 as against an 7 ™ 
outflow of US$ 0.6 billion a year ago. Bai. 
Among other forms of capital flows, in H1FY23, banking capital Re! 
reported higher net inflows of US$ 10.6 billion against US$ 4.4 billion 7 
during the same period of FY22. As global liquidity conditions tightened, © 
demand for short-term trade credit rose during H1FY23, resulting in) ee : 
higher net short-term credit receipts of US$ 10.1 billion. Furthermore,} ee 
with more repayments in comparison to fresh disbursals, external 
commercial borrowings (ECBs) to India recorded net outflows of US$ 3.0 te 
billion in H1FY23 as against net inflows of US$ 5.0 billion a year ago. £ 


ater. i of Payments and Foreign Exchange Reserves 
ae e Overall, the adverse global economic situation placed India’s BoB 5 
a ander pear in 2022. While the impact of a sharp rise in oil prices wag 
_ discernible in the widening of the CAD, policy tightening by the US Feg 
, and the strengthening of the US dollar led to FP! outflows. As a result, 4 
a e net financial inflows fell short of the CAD, there was a depletion Gly 
peers reserves on a BoP basis to the tune of US$ 25.8 billicg a 
3 in contrast to an accretion of US$ 63.1 billion in H1FY22. Ba 
tio | sang (US$ 48.9 billion) contributed to the net depletidl 
» of reserves in nominal terms during the period. ies 
m exchange reserves stood at US$ 532.7 billion as Glue 
‘ + 2022, covering 8.8 months of imports. The reser is 
mted to US$ 562.7 billion as of end- December 2022 coveri 
ths of! ‘oe As of end-November 2022, India was the sixtt 
z chang } reserves holder in the world according to dat 
2 A Ries he coe the import coverages 
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urposes, such as to maintain the exchange 
or to maintain a certain level of exchange rate 
a fixed exchange rate system; maintain liquidity 
rb shocks in situations where access to borrowing 
codes stly. The optimal level of reserves empowers the 
sent to maximise the welfare of the representative consumer, 
© constraint of sudden stops in terms of debt rollover crisis. The 
*h ind the accumulation of reserves have evolved over the years: 
‘for precautionary purposes until the early 2000s, followed by 

onetary and exchange rate policies (Arslan Yavuz, et al 2019). 
he FERs of several countries have witnessed a rising trend, 


se the global financial crisis of 2008. 


otal Foreign exchange reserves excluding gold (in US$ bn) 


; 2005 2008 2019 2020 2021 Nov- %change: 
i 2022 2021 over 
2008 
1759 4118 443.9 457.0 4976 567.3 208 
4319 247.4 4324 549.1 5944 555.3 140.3 
Migie28 3536 3515 3546 3315 83.9 
Bee g66 1184 1339 240.2 237.8 260.7 
Bemeese] (1584 (161.2 176.0 204.1 mh 
See agg «(125.3 «(131.1 140.5 134.0 1828 
— 30.6 48.9 47.4 50.3 60.0 = 
. as 55.6 39.2 ae 57.9 j ia 
ie. ei 0 7418.2 12195.3 13122.5 13944.7 11598.6" 88. 
4 Financial Statistics, IMF 
as of Sept 2022 
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the adequacy of reserves, the simple rule of thumb is three months of 
imports or full cover of short-term debt. As regards the former, there 
is little empirical support for whether the adequate coverage should 
be three months, as opposed to say two or six (IMF, 2011). The latter 
derives from the Guidotti-Greenspan- IMF rule which states that a 
country's reserves should equal short-term external debt (one-year or 
less maturity), suggesting a ratio of reserves-to-short term debt of one. 
The rationale is that countries should have enough reserves to cope with 
the withdrawal of short-term foreign capital. Then there are also money 
based indicators of reserves which provide a measure of the potential for 
residentbased capital flight from the currency. The indicators used are the 
ratio of reserves to broad money or the ratio of reserves to base money 
which help in assessing reserve adequacy under fixed exchange rate 
regimes. Each of these indicators may, in themselves, not be adequate to 
assess the requirements of FERs for an economy and different measures 
may typically be used for different purposes. 


_ The IMF (SM/00/65, 3/23/2000), noted the importance of short-term 
debt as a source of risk but cautioned against excessive reliance on a 
_ single indicator and pointed to the need to consider various potential 

sources of short-term demand for reserves. Further, IMF (SM/01/311, 
10/16/2001) has noted the need to complement indicator-based analyses 
with stress-testing of the BoP. In addition, there are customised risk 
based broader-based metrics tailor-made to capture sources of risk 
emanating from external liabilities (debt and equity) as well as current 
account variables (export earnings) and some measure of potential 
capital flight (broad money) (IMF, 2011). Adequacy should be considered 
against total resources available to meet shocks, a broader concept than 
the BoP-determined definition of reserve assets. 


| While reserves are imperative in both preventing crises situations and 

_ mitigating their impact, there is a cost involved in holding them and 
; they are subject to diminishing returns. The costs borne by an economy 
for holding FER include the opportunity cost, in terms of the difference 
between domestic and foreign borrowing rates and loss due to the value 
reduction in the denominated FER. Rodrik (2006) examines the social 
_ cost of FERs and finds that the income loss to most developing countries 
- amounts to close to one per cent of GDP. 


~ Bukuda and Kon (2010) evaluate the macroeconomic impact of reserve 
< and find evidence that an increase in FERs raises external 


debt outstanding but shortens debt maturity. Further, in the longrun, 


j consumption declines, and exports, are promoted by encouraging a 
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Ret ly reviewed above, the rich literature on reserve adequacy 
nt } very useful background information and empirical analysis for 
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ge rate of the Indian Rupee is market-determined as the 
exchange market is mainly to contain 
On a financial year basis, i.e., from 


December 2022, the INR has depreciated against US$ by 8.3 per 
Over the same period, the US dollar has appreciated by 4.4 per 
erms of the US dollar jndex.21 This holds even on a calendar 
7 from January to December 2022, the INR has depreciated 
ser cent whereas the US dollar has appreciated by 6.4 per cent. 
5 . Effective Exchange Rate (NEER) of the US dollar (27 

oy ciated by 7,8 per cent in the calendar year 2022, up to 
Dots the NEER of India (64 economies) depreciated by 4.8 
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' riz, the Real Effective Exchange Rate (REER). On a financial yea 
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nd 4.0 per cent measured in terms of 6-currency an 
adeweighted indices, respectively. Thus, even in real terms 
nessed modest depreciation in the face of global spill overs. 
of the 6-currency NEER (trade-weighted), the rupe 
4.4 per cent in December 2022 over April 2022. Similarly, 
ed by 4.7 per cent in terms of 40-currency NEER2 


ed) in December 2022 over April 2022. 


BoP crisis, India’s prudent external debt policies an 
ith a focus on sustainability, solvency, and liquidity hav 
he increase in size of external debt to a moderate lev 
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India’s K ee 
S Key External Debt Indicators: A snapshot of stability 
(Por cont, unless indicated other 
Debt —— Ratioof —Ratio of Ratio of ole 


Service Foreign — Conces- Short-Term Short- 
billion) — Debtto Ratio Exchange sional ~—-«-dDebt (origi Term Debt 


tio of 
March = Debt (US$ External 


GDP Reserves Debt to nal maturity) (or iginal 
to Total ‘Total Debt to Foreign maturity) 
Debt Exchange to Total 
ee Reserves Debt 

2017 471.0 19.8 8.3 725 4 23.8 18.7 
2018 $29.3 20.1 7.5 80.2 ° 9.1 24.1 19.3 
2019 543.1 19.9 6.4 76.0 8.7 26.3 20.0 
2020 558.4 20.9 6.5 85.6 8.8 22.4 19.1 
2021 573.6 21.2 8.2 100.6 9.0 17.3 17.6 
2022PR 619.0 19.9 5.2 98.0 8.3 20.0 19.7 
End-June 612.7 19.3 4.9 96.5 8.0 21.4 20.6 
2022 PR 
End-Sept 610.5 19.2 5.0 87.3 7.7 24.7 21.6 
2022 P 


PR: Partially Revised. P: Provisional. 
Source: RBI and Ministry of Finance 


Figure 34.12 
Debt Ratios: Cross-country Comparison for 2021 
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‘ . International Debt Report, 2022, World Bank 


Ais Mats ch consconaiens debt to total external debt stood at 8.5 per 
cent as at end-December 2019 as against 8.7 per cent as at end-March 
2019 (Table 34.14). 
India’s Key External Debt Indicators (%) 


Conces- Short-term Short- 
Debt to term Debt 
Foreign (Original 
Total Exchange Maturity to 
Debt Reserves Total Debt 


rene es 55 F 8 
eT ey 
18.7 17.2 19.3 
16.8 18.8 20.1 
149 21.3 20,4 
133 26.6 21.7 
1 33.1 23.6 
104 30.1 20.5 
88 25.0 18.0 
9.0 23,2 17.2 
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87 26.3 20.0 
85 232 189 
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? external debt data for th 6 indicates that 
India co ata for the year 2016 indica 
ntinues to be among the less vulnerable countries. India’s key 
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; : Table 34.15 
nternational Comparison of Top 20 Developing Debtor Countries, 2016 
Country External Debt —_ Debt Ser- Foreign Ex- Total External 
Stock to Gross vice Ratio change Reserves Debt Stock 
National Income (percent) to Total Debt (US$ million) 
1 2 3 4 5 6 
i China 12.8 53 212.0 14,29,468 
2 India 20.4 L738 74.8 4,56,140 
3 Philippines 2161 12.6 95.0 77,319 
4 Brazil 30.9 51.2 66.7 5,43,257 
Ss Thailand 31.4 5.0 136.8 1,21,497 
6 Indonesia 85.1 39.6 35.9 3,16,431 
7 Argentina 35.7 34.9 19.1 1,90,490 
8 Peru 37.7 15.1 87.1 69,503 
9 Btesico 40.7 19.4 41.1 4,22,657 
10 Russian Federation 42.0 19.2 60.5 5,24,686 
11 Colombia 43.3 28.9 38.2 1,20,282 
12 ititaan 45.6 3.9 42 86,953 
a turkey 47.8 39.3 22.7 4,05,656 
14 South Africa 50.9 13.2 29.1 1,46,040 
ih ite 52.9 23:5 Sy | 95,888 
16 Sri Lanka 59.0 17.9 117 46,608 
69.6 4.9 46.5 2,00,364 
17 Malaysia gs 
} 76.4 23.6 59.7 39,657 
18 mi 127.8 29.3 12.4 1,17,983 
nee! 135.1 44.3 12.2 1,63,758 


Kazakhstan : 
20 2016. Note: Countries are arranged based on ratio of external debt stock to GNI 
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ne presen ernational Debt Statistics, 2018. 
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re well with other iridebted developing countries. 
10 developing debtor countries, India's external debt 
‘to GNI (gross national income) at 20.4 per cent was the 
are oe, ut after China. In terms of the cover provided by foreign 

‘ . rves to external debt, India’s position was fifth highest 
mt and India’s debt service ratio is eighth lowest. The top 
tion in the world is the US. India is not among the top debtor 
s of vi world and is placed at 26" position at end-June 2017. 

; external debt has remained in safe limits as shown by the 
t to GDP ratio of 23.7 per cent and debt service ratio of 7.5 per 
4 fe 5. The prudent external debt policy of the Government of 

e d in external debt remaining within safe and comfortable 
d ir Sacuiraining its rise. The external debt management policy 
ie Government of India continues to emphasise monitoring 
d short-term debt, raising sovereign loans on concessional 
lon 5-term maturities, regulating ECBs through end-use and 

rictions and rationalising interest rates on NRI deposits. 
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Table 34.16 


External Debt Vulnerability Indicators 
(Per cent, unless indicated otherwise) 


End-March End-September 
2013 2018 2019 2020R a 
Jebt (US$ billion) 409.4 529.3 543.1 5582 556.2 
t to GDP 224 201 198 206 21.6 


‘a maturity) 23.6 19.3 20 19.1 18.5 


sidual maturity) 42.1 42.0 43.4 42.4 44.6 


debt to total debt 11.1 9.1 8.7 8.8 9 


tz debt 71.3 80.2 76 85.2 97.4 
331 244i 968 22.5 19.1 
59 523 57 49.5 45.5 
urity) to reserves 
moe SAS 5.9 75 6.4 6.5 9.7 
. vied, Provisional. 
‘ nen 9 1c Survey 2020-21 Vol. II. 
mn exchange cover to total external debt improved to 80.7 pe 


ptember 2017 as compared to 78.4 per cent at end-Marc 
ratio of short term debt by original maturity to foreig 


tem — per cent at end-September 2017 from 
a7, 
1al comparison of external debt situation based on World 
Ows that among the top 20 developing debtor countries in 
external debt stock to Gross National Income (GNI) ratio at 
was the second lowest after China’s 12.8 per cent. In terms 
n exchange reserves cover to external debt, India’s position 
highest and India’s debt service rate is the eight lowest. As 
Ic Bank data, though India is the third largest debtor country 
eveloping countries (after China and Brazil), India’s share of 
n debt to total debt is only 18.6 per cent and 18.3 per cent 
Qi (end-March) and 2017 Q2(end-June) compared to China's 
cent and 60.1 per cent respectively. India is not among the top 
ountries in the world (including developed and developing) with 
tion at end-June 2017 (Economic Survey 2017-18, Vol. ID. 


Box 34.4 
dia’s External Debt: Stock-Taking and the Way Forward 


ne te ‘external debt of the world, at US$ 89 trillion as at end-June 2020, 
rew at lower rate of 1.0 per cent over the level as at-end March 2020 than 

that (2.2%) registered a quarter ago. The US is the most heavily indebted 
luntry in the world with 23.9 per cent of the total external debt stock. 

s placed at 23” position globally with an estimated stock at US$ 554.4 
as at end-June 2020. Analysis of maturity profile of India’s external 
tag at end-June 2020 among the Special Data Dissemination Standards 
e reporting countries underscores that India's share of short-term 
ne © 18.9 per cent, is not only lower than the median share of 24.2 per 
tase elon emailer than that of any top 20 debtor countries. Further, 
> ‘the SDDS and General Data Dissemination Standards (GDDS) 


atries India’s share of government sector in gross external debt as at 


2020 at 18 per cent is modest and lower than the median share of 


r cent. 
ical literature suggests 2 kind of “Laffer Curve” relationship 
‘foreign debt and growth: foreign debt has a positive impact on 
as and growth up to a certain threshold level; beyond this level, 
Me t turns adverse. Reflecting an element of uncertainty 
<a relationship, a range of values for the optimal or growth 
is identified. Cohen (1997) finds that for African 
-o< external debt to GDP of 50 per cent and debt 
2 : en could be the inflexion point for the non-linearity 
a ‘etal (2002, 2011) based on developing and middle-income 
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s or 35-40 per cent of GDP. Benedict 
at for low-income countries a thres 
GDP, or around 115-120 per cent 
of literature highlights that coun 
tions tend to have higher thr 


| countries, argue that the average irr 
| at about 160-170 per cent of export 
al (2003), on the other hand, find th 
| level of around 30-37 per cent of 
exports is optimal. Another stream 
with good policies and strong institu 
and countries with bad and poor policies and weak institutions have I 
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thresholds (Cordella et at, 2010). The most well-known channel flagged 
al debt impacts growth adversel 


elihood of future debt being lar 
hen, expected debt service will 


utput levels, leading to returns 
ew dome 


the literature through which the extern 
the so-called Debt Overhang: in the lik 
than the countries repayment ability, t 


increasingly pre-empting the country’s 0 
investments becoming poor and thereby discouraging the n 


and foreign investments and also eroding the quality of investments. 
The India’s external debt to GDP ratio has been well below the optimal z: 
over the years as it came down from 38.7 per cent as at end-March 1 
to as low as 17.1 per cent as at end-March 2006, It remained range-bo 
around 23 per cent during early 2010s, It is estimated at 20.6 per cent 
end-March 2020. Barring China, leading emerging market economies 
higher ratio than India's. 

India’s external debt to exports ratio dropped secularly 
the crisis year 1992, though it has climbed up in the recent years and i 
hovering in the close vicinity of the optimal zone. It needs to be remem 
that the optimal zone indicates growth maximising compatible wit 


long-run framework of steady state. 


downwards 
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Overall BoP 

India, being a developing and emerging market economy, 
runs a deficit on the current account to supplement domestic 
with foreign savings to fund higher investment. The current 
deficit is usually financed by a capital account surplus. However, 
FY 2019-20, India has been experiencing a current account surp 
with robust capital inflows leading to a BoP surplus. 


i: Indian Rupee (%) Exchange Rate 

Ms As stated in Economic Survey 2020-21: 

re Indian ¢ depreciated by 1.4 per cent (y-o-y basis) vis-a-vis US$ in 
20. The @ appreciated by 1.9 per cent against US$ between end-O 
is ) and end-March 2020. 
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———_S subsequentiy abet lowest level of £76.86 on April 16, 2020, the 
Market and the wos, \°4 Wing to FPI flows to the domestic equity 
| effective exchan *akening of the US$. In terms of 6-currency nominal 
ee 8¢ rate (NEER) (trade-based weights), < depreciated by 
¥ 2020 over March 2020, and it appreciated by 
real effective exchange rate (REER). In terms of 
adebased weights), Z depreciated by 2.9 per cent in 
March 2020; however, it appreciated by 2.2 per cent 


ency NEER (tr. 
2020 Over 
in terms of REER. 


RBI's policy on the ex 
be determined by ma 
orderly 


change rate of the rupee has been to allow it to 
rket forces, with interventions only to maintain 
ices cate acre by containing excessive volatility in the 
es tae without reference to any pre-determined target level 

' € months following the outbreak of the pandemic, India 
experienced unprecedented FPI outflows of US$ 15.92 billion in March 
2020, after recording cumulative inflows of US$ 1.42 billion in January 
2020 and February 2020, with high volatility in the INR. RBI deployed 
several conventional and unconventional tools in order to ensure 
financial stability and orderly conditions in financial markets and has 
been largely successful in controlling the volatility in the &. 
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% Close to 80/$: How RBI Steps may help Stabilise it 


The rupee has witnessed significant pressure versus the US dollar 
following the Russian invasion of Ukraine in late February 2022, The 
domestic unit which had depreciated a mild 0.3 per cent against the 
dollar till February 23—the day before Russia invaded Ukraine—has 
lost 6.9 per cent versus the greenback so far in the calendar year. The 
domestic currency, which over the past month has successively plumbed 
new lows, is now hovering around %80 per US dollar mark. 

The combination of surging commodity prices since the Ukraine war 
and the US Federal Reserve's aggressive rate hike trajectory have led to 

ial capital outflows from emerging market economies, including 
S February, the Reserve Bank of India has used a significant 
India. Eo ic foreign exchange reserves to shield the rupee from a fre mt 
amoun 


“on exchange reserves have declined by around $50 
fall. Headline foreign the RBI has sold dollars. 


February as 
late zk rupee has fared better versus the US dollar than 


market peers. 
nth, the RBI has also taken several steps to attract 


to Indian markets. 


ee ee ee ee 


i ae ew ee. Mw er eet Bh ee 8 


have been taken by Reserve Bank of India: 
mobility for banks in handling foreign currency deposi 
said that starting July 30, banks do not have 
ntain CRR (Cash Reserve Ratio) and SLR (Statuto 
uidit Ratio) on incremental deposits flowing into FCNR 
oreign Currency Non-Resident Bank) and NRE (Non- 
‘ternal Rupee) deposits. This step reduces banks’ costs a 
ples them to pass on the benefits to customers. 
ing banks room to offer higher interest rates on FCNR( 
Lee8) i Deposits: The RBI has temporarily removed a limit 
bai terest rates that can be offered on new FNCRB deposits. FP 
hae NRE deposits, the RBI has temporarily exempted banks fr 
ia adhering to a regulation that prevented interest rates on § 
deposits outstripping those on comparable domestic te 
deposits. SBI and ICICI Bank have already raised FCNR 
Wee - rates to attract more overseas flows. 
Wider scope of foreign currency lending by banks: The RBI 
-providec 4 window till October 31, 2022, for eligible banks 
len out borrowed foreign currency for a greater set of purpo 
than: ver tted earlier 
- Pirm can raise more funds via External Commercial Borrowt 
"The RBI announced a sharp increase in the quantum of fu 
at Indian firms could raise through external commer 
or ‘The central bank said that till December 31, 2 
ampanies availing of the automatic ECB route, could rais 


; to $1.5 billion as against $750 million earlier. 


current level of foreign exchange reserves—which is $5 
e d for 2022-2 


lent to 9.5 months’ imports projecte 
om a high of 15 months in September 2021. 


yk 


of foreign exchange reserves has received renewed in 
s in the context of increasing globalisation, 
and integration of financial markets. The debt-ba 
several countries have also necessitated the need 

acial architecture in which the management of f 


has emerged as one of the critical issues. 


oe. e « 
‘rk 4 
a0 ed Be 85, WOR 
Le pie ee ee eee 


Table 34.17 
Forex Reserves 


port Cover (in months) 


. __Ason 2021 Level of Reserves ($ billion) Im 


642.5 15.0 
639.5 14.0 
640.9 14.0 


is 3 
13.0 


_ January 7 
632.7 
i February 4 632.0 
- March 4 sai a 
: 12.4 
April 1 606.5 
: 12.0 
_ May 596.0 10.0 
 (7_i_-__aa 
J 8 580.3 9.5 
Source: RBI. i 
Contextually, the subject of foreign exchange reserves may be 
broadly classified into two interlinked areas, viz., the theory of reserves 
The theory of reserves encompasses 


nt of reserves. 
nstitutional and le 
tual and definitiona 


gal arrangements for holding 
iuieve aseets, conce p ] aspects, objectives for holding 
reserve assets, exchange rate regimes and conceptualisation of the 

In essence, a theoretical framework 


appropriate level of foreign reserves. 
for reserves provides the rationale for holding foreign exchange reserves 
inly guided by the portfolio imdviidgeliate 

n reserve assets subject to 


Reserve management is ™@ 
ions take into account 


consideration, ji.e., how best 
jons? The portfolio considerat1 
ego? he principal objectives 
The institutional and legal arrangements ar 
e 


statutory stipulat 
eld on reserves as t 
fferences should be recognised in 


;quidity and y? 
both reserve management 


‘and the manageme 
issues relating t i 


inter alia, safety, liq 
of reserve management. 
‘fic and these di 


ely country spec! 
i ‘csues relating to 


(Reddy, 2002). 
es may be broadly classified under three 


ative and precautionary. International 
trade gives rise to ¢ which are assumed to be Wahdied 

ansaction motive. Similarly, speculative moti y 

rates. Central bank reserves, eee 

last resort stock of foreign eileen rt 

r 


The motiv ing reserv 
2 saction, specul 


is left to individu 
d primarily as a 
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unpredictable flows, which is consistent with precautionary motive for 
holding foreign assets, Precautionary motive for holding foreign currency, 
like the demand for money, can be positively related to wealth and the 
cost of covering unplanned deficit, and negatively related to the return 
from alternative assets, Furthermore, foreign exchange reserves are 
instruments to maintain or manage the exchange rate, while enabling 
orderly absorption of international capital flows, Official reserves are 
mainly held for precautionary and transaction motives keeping in view 
the aggregate of national interests, to achieve balance between demand 
for and supply of foreign currencies, for intervention, and to preserve 
confidence in the country’s ability to carry out external transactions. 

The objectives for maintaining reserves are: 

1. maintaining confidence in monetary and exchange rate policies, 

2, enhancing capacity to intervene in foreign exchange markets, 

3. limiting external vulnerability by maintaining foreign currency 
liquidity to absorb shocks during times of crisis including 
national disasters or emergencies; 

4. providing confidence to the markets, including credit rating 
agencies, that external obligations can always be met (thus 

reducing the overall costs at which foreign exchange resources 

~~. ate available to all the market participants); and 

> 5. adding to the comfort of the market participants, by 

Ag demonstrating the backing of domestic currency by external 
assets. 

India’s approach to reserve management, until the BoP crisis of 1991 

__ was essentially based on the traditional approach, ie., to maintain an __ 

____ appropriate level of import cover defined in terms of number of months — 

: _____ Sf imports equivalent to reserves. For example, the import cover of © ~ 

ham ve reserves shrank to three weeks of imports by the end of December 1990, — 

Sioa and the emphasis on import cover constituted the primary concern a 

ae ‘Say, till 1993-94. The approach to reserve management, as part of — 
____- exchange rate management, and indeed the overall external sector policy _ 

_ underwent a paradigm shift with the adoption of the recommendations _ 

he High Level Committee on BoP, 1993 (Chairman: C. Rangarajan). _ 


ensure a reasonable level of confidence in the’ | 


ts. 
wae 
oc oo 


a ‘~ 963 
ountry to 

. financial flows; mene te obligations and maintain 

a to take care 


- tion with iia eke factors in ary BoP 
onsoon conditions of thdie: possible uncertainties in the 
nount of . 

ecul ee, oo hrentrnag currency reserves required to counter 
Rie for aitchainge i aor gf actions amongst players 
i, arket; and 

| rin ee reserves so that the cost of 
is @ mtroduction of market determined exchange rate, a 
ee approach to reserve Management was warranted and the 
me import cover had to be supplemented with the objective 
ing out the volatility in the exchange rate, which has been 
the underlying market condition. Against the backdrop 
srises in East Asian countries and in the light of country 
S f volatile cross-border capital flows, there emerged a need to 
sideration a host of factors. The shift in the pattern of leads 
Sayments/receipts during exchange market uncertainties 
e fore the fact that besides the size of reserves, the quality of 
sumes importance. Unencumbered reserve assets (defined 
2 s net of encumbrances such as forward commitments, 
dit to domestic entities, guarantees and other contingent 


be available at any point of time to the authorities for 
As a part of prudent 


ric 1s objectives assigned to reserves. prude 
at of external liabilities, the policy is to keep forward liabilities 
ely low level as a proportion of gross reserves. 

¢ f capital flows, the traditional approach to 
adequacy in terms of import cover has been broadened 


nber of parameters which take into account the size, 
LItiv 


ic : f capital flows as well as the 
: es of various types 0 
risk profil vulnerable. A sufficiently 


sal shocks to which the economy is : 
cessary to ensure that even if there is prolonged 
bi «a r the liquidity at risk on all accounts over a 
2s can cove o account, India’s foreign 


derations int 
nfortable level 


aking these consi 
hhave reached a very 0" 


at the end of March 
ncreased to US$38.0 
id May 2008, before 


; 8 billion 
ow level of US$5. 
uchange reserves gradually | 


0, US$314.6 billion at e! 


Oe lees 
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wvitice at the end of March 2009. The decline 
was inter alia a fallout of the global crisis and 
si dollar vis-a-vis other international currencies. 
5 ee level of foreign exchange reserves increased to 
ion at end March 2010, mainly on account of valuation 
$ dollar depreciated against most of the major international 
In fiscal 2010-11, foreign exchange reserves have shown an 
trend and reached US$ 304.2 billion. After falling to $294.4 
_ $292.0 in 2012-13, the reserves again rose to 304.2 and 
r 2014 increased to 341.6 in 2014-15 (Table 34.18). 
ary of changes in the foreign exchange reserves since 
ith a breakdown into increase/decrease on BoP basis and 
, is presented in Table 34.18. 


Table 34.18 


of Changes in Foreign Exchange Reserves 
(US$ billion) 


Foreign Exchange Total Increase (+)/ Increase(+)/ 


Reserves at the Increase(+)/ Decrease (-) decrease(-) in 
End of Decrease(-) in in Reserves Reserves due 
Financial Year Reserves on BoP to Valuation 
(end-March) Basis Effect 
3 4 5 yee 
309.7 110.5 92.2 184 
252.0 -57.7 20.1 37.7 
279.1 27.1 13.4 13.6 
304.8 25.8 13.1 12.7 
294.4 -10.4 12.8 24 
292.0 -2.4 3.8 6.2 
304.2 12.2 155 3.3 
341.6 37.4 61.4 24.0 
360.2 18.5 17.9 0.6 
370.0 9.8 21.6 11.8 
424.5 54.6 43.6 18 
412.9 -11.7 -3.3 8.3 
400.5 -24.0 -13.2 -10.8 
433.7 20.8 19.1 7 
Vol. I. 


7 oe of the countries that have sizeable for 
y considering that some of the other majo 


% the accumulation of reserves gener 
context of developments in 2013-14, the prs nai 


' ‘ , i . a 

ee | a of comfort against the elevated levels of vulnerability 
; gata a8 proportions of reserves. 

Pinel ae 4 0 agu with CAD, India is the second largest 
oa “yh rg older after Brazil (Table 34.19). India’s foreign 
ee ve = nena billion at end-January mainly comprised 
ee ets amounting to US$303.3 billi 

. BF te tote) g $303.3 billion, accounting for 
ce Table 34.19 

ce Foreign Exchange Reserves of Some Major Countries 


‘lm attr Foreign Exchange 
ei Reserves at end Dec. 2014 
(US$ billion) 


3 


3840.0# 
13279 
eyland 526.6 
n Federation 388.5 
“y 363.6 
“Fed Republic of* 363.2 
; »R. Hong Kong* 344.6 
: 320.6 
192.7 
163.7 
161.6 
143.3 


for the month of November 2014 only. # www.phe.gov.cn 
r 


sept China and India. 
ie os ¢-15. 

Ren = had crossed the half-a- 
ag exchange reserves 

ve Bank .. in the week ended July 5, 2018 to reach 


d July 17 the reserves increased 
hs Ap $he bee wae account balance has been 


‘gegen of 2020-21, robust capital flows, 
tio months largely drove foreign 
$$ 586.1 billion as on January 


6 Gen kara (5, 


vokrvar 


= nso 18 moto mors. he we etre 
PEED i we ates aad 
ra anbestew Wnemaze (ladies foreign exchenge reserves 
tl eal seoseves stood at USS 633.6 billion a» 
2021, than US$ 677.0 aa at end-March 2071 
EE tet tnecks aes eat 
at end-December 2021 from 17.4 months at end March 271 
imports increased with pick-up in domestic econetny 
re 34,13). As at end-Noverber 2071, india was the fourt’, 
ee ee ome eee Otter China, Japon 


SURG Mains Aaictt tn, the BoP determines how much of net 
inten ny amb ra rs It 
d to be within the manageable limits during 2021-22. Prom « 
ical perspective, India can sustain a current account deficit of 25 2 6 
mit of GDP without getting into an external sector crisis. 


Figure 34.12 
Augmented Forex Reserves and Import Cover 


Peasy: 
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; 
@ 
No. of Months 


- + 0 
ne OSs 4a wae aia awa 
| 2019-20 2020-21 2021-22 (P) 
e. [FER import Cover (huis) | 
: aay 
indicated above are as at end date of the quarter 
er of imports for Q3 2021-22 is provisional and will change or quarterly Bo? 


le way for a healthy external sector balance is by 
# through exports—which also give a boost 
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‘cag thegprnpoi is, therefore, a priority of the 
exports a € transaction costs and time, thereby 
the te competitive. 
| ata exchange reserves of the RBI has largely 
ak anports Sole a surplus which, in turn, is largely due to 
i , er than increase in competitiveness of exports. 
account balance, in economic terms, is synonymous with the 
nent balance. A current account surplus implies a higher 
- i Savings relative to investment. A rise in foreign exchange 
; fe rresents investments in bonds/securities of other 
_— effect investing abroad. A developing country like India, 
-— d on domestic investments to spur its growth. The surplus, 
»Gives adequate space for increased expenditure on investments 
L-22 and 2022-23 (Economic Survey 2020-21, Vol. II). 
nt in Exchange Rate 
pee depreciated by 4.5 per cent (y-o-y basis) against US 
10-21. Although the rupee exhibited movements in both 
inst US dollar during April- December, 2021, it depreciated 
c at in December 2021 over March 2021. The depreciation of 
, however, was modest as compared with its emerging market 


Figure 34.14 
of exchange rate against US dollar of major EME* currencies 
(Nov 2021 over Nov 2020) 
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. market economies 
_ «1 Settlements (BIS) 


et 


peers, such as Turkish lira, Argentine Peso, Thai baht, and Philippine 
peso (Pigure 94,14). The rupee appreciated against euro, im 
yen and pound sterling by 1.8 per cent, 1.3 per cent and 0.6 per cent, 
respectively, in December 2021 over March 2021. ih 
In terms of 6-currency nominal effective exchange sep ss 
(trade-weighted), the rupee depreciated by 2.1 per cent in D noe 
9021 over March 2021, while it appreciated by 0.9 per cent M4 , 
of real effective exchange rate (i.e. REER) terms. enn he “ _m , 
depreciated by 1.6 per cent in terms of 40-currency N = 
weighted) in December 9021 over March 2021, while it een by 
0,4 per cent in terms of 40-currency REER, reflecting widening inflation 


differential with trading partners. 


Foreign Exchange Rate Policy 
The exchange rate policy is guided by the broad principle of en 
monitoring and management of exchange rates with flexibility, w ile 
allowing the underlying demand and supply conditions to determine 
exchange rate movements over a period in an orderly manner. Subject 
to this predominant objective, RBI intervention in the foreign exchange 
market is guided by the objectives of reducing excess volatility, 
preventing the emergence of destabilising speculative activities, 
maintaining adequate level of reserves, and developing an orderly 

foreign exchange market. 

There are two distinct phases in the exchange rate of the rupee. The 
___ fupee continued exhibiting a two-way movement with an appreciating 
)) trend till about July 2011, after which the trend reversed and it started 
_ declining sharply from September 2011 onwards, due to factors relating 
Rts. The sharp fall in value of rupee can be explained by the supply- 
demand imbalance in the domestic foreign exchange market on 
junt of slowdown in Fil inflows, strengthening of US dollar in the 
| ational market due to the safe haven status of US Treasuries 
htened risk aversion and deleveraging due to the Euro 
risis that impacted financial markets across emerging market 
omies. Apart from the global factors, there were several domestic 
} have added to the weakening trend of the rupee, which 
inc ng CAD and high inflation. In order to reduce the 
; ty of exchange rate value of the rupee, the RBI intervened in 
eign exchange market through sale of US dollars from time to time. 


cuties 
nf ee 
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ae =) see 
CITC is « 


. ata pressure on India’s balance of payments 
Pe, a owl : (i) India’s external balances remain very 
tks exte ngs in global crude prices, creating ‘boom: bust’ 
es. rnal sector precipitated by crude price movements; 
| ang ying (non-oil, non-gold) current account balance has 
ay sharply in recent years and is contributing to the pressures; 
) there still exists an uncomfortably high reliance 07 volatile 
| flows to fund the current account deficit. 
nga 1 sntly, the policy focus must be to narrow the CAD to more 
able levels—even if crude prices were to re-accelerate—and to de- 


2 -ernal sector more generally. This would entail: (i) narrowing 
tam ted fiscal deficit (since the recent increase in the CAD 
gainst the backdrop 


flects an incipient investment recovery 4 

publi dis-saving); (ii) improving the competitiveness of the 
r ecto’ (through infrastructure, factor market reforms, improved 
y of small and medium enterprises [SMEs]) to improve the non- 
sold current account balance; (iii) creating an institutional 
srk to systematically hedge sharp crude price movements to 
pate external sector and fiscal risks; and (iv) continue working 


g an enabling domestic environment (regulatory, tax, ease of 
tal inflows (such as FDI and 


mess) to attract more stable capi 
CAD can be increasingly financed by such 


cyclical flows. 


roe 


ad flows) so that the 
d less by volatile or pro 


and Challenge 
hinoy (2019): 


re 


h of 2018, India’s ex 


ternal imbalances widened to levels that 


astainaDd 


AL widened to 2.7 per cent of GDP in the first half of 2018- 


; 1.9 per cent of GDP the previous year, and was on track to 
>: cent of GDP in the second half of the year if oil had 


‘averaging $75/barrel. 
crude prices has pr 


i ovided much-needed relief on the 
ay But this should not mask underlying pressures: India's 

ae current account balance has deteriorated 
ars—suggestive of waning 


“ the economy witnessed portfolio outflows for 
a y—precipitated by a tightening of global 
ssing net capital inflows to slow significantly. 


Paes) 5 


d more fundamentally through 
vac amaacm coe? 
AD t Le age crude prices; (iii) improves 
inflc h that a larger fraction of the CAD 
stabi eer (iv) continues augmenting foreign 
' hon om oeerntrar bilateral and multilateral swap 
reining nh end smoothing the CAD, efforts must be 
vty re stable capital inflows so that any given CAD 
nce hha inflows and is not reliant on volatile 

al flows (portfolio investment/trade credits 
to Chinoy, regulatory, tax, ease-of-doing 
omg he to create a more enabling environmen: 

n that PDI flows are financing a progressively 

D. Seventy per cent of the growth in China 

ies in the last decade came from US firm 

DI inflows that subsequently generate export 

Ip the current and capital account, apart fro: 

r and boosting productivity. 
h and Lahiri (2019) a general feature of 
‘ape is that Indian firms do not have t! 


te globally. This can be put down to bot th 
fe macro issues apply to all of manufacturin; 


bY among many. 


sstul exports sector. Policies that inhibi! 
tivity ‘inhibit the ability to trade. Hurdle 
tions, inadequate power and othe: 
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. ekg and shortages of skilled labour, all contribute to 


aaa t state of India’s transport infrastructure renders its 
Uncomnpetitive on the world market. According to a recent 
ot study (2018), ‘firms report that while it takes 11 days for a 
ner to travel from Shanghai to Mumbai, it takes 20 days for it to 
om Mumbai to Delhi’. 
itter transportation infrastructure: The government needs to work 
wing the integration of different modes of transportation with 
introducing modern warehousing, streamlining custotms 
s and improving integration with logistics and industrial 


ac 


lit Access: Credit flows to exporters have to be encouraged to 
‘order to facilitate exports. The majority of India’s exporters are 
h limited access to external financing. Bank credit is often their 
source of financing. These flows must be stable, so that SMEs can 
their production properly. 
implify the GST: GST export refunds to SMEs must be expedited to 
»xpo ‘s. Refunds are still slow. This means that SMEs are typically 
“pre because they may not have enough working capital. SME 
i shi h are labour-intensive and constitute 40 per cent of total 
Pll significantly underperformed recently. 
iff Resist temptations to raise tariff rates in response to 
Re acc omic pressures such as a sudden increase in imports. As 
ters use imported inputs, tariffs reduce the competitiveness 
’ ers. The tariff reductions from 70 per cent in 1992 
srrent 10 per cent level have helped strengthen the economy. 
antlv, India has also brought down average tariff rates on 
gin ds to the same level. In fact the only intermediate 
riffs that remain somewhat high are on food and beverages, 
. 40 per cent. The temptation to reverse the tariff 
to be resisted. 
a industry-specific issues that need to be addressed to 
mtial of global supply chains for India's growth, In this 
ic industry and textile industry have great potential, 
andustry has one of the fastest growing global supply 
u not been able to benefit from—unlike countries 
«4 and Taiwan. According to the World Bank report, 
sbal supply chains faces several major hurdles: (i) 


se 
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poor transport infrastructure; (ii) low skill levels of the labour force, 

which requires firms to make a significant investment in training their 

workers; (iii) complexity of land acquisition, which makes clustering 

of upstream and downstream firms difficult; (iv) the overall regulatory 
environment, which further increases costs; and (v) lengthy and 

edict clearance procedures. 

Revitalize the textiles industry: This industry has ceded ground to 
countries like Bangladesh, Sri Lanka and Vietnam over the last decade. 

‘The issues are familiar: (i) a preponderance of small-scale establishments; 

; ) most units use old (sometimes obsolete) machinery operating 

with outdated technology; (iii) shortages of semi-skilled labour with 
sufficient training to run modern machines and production lines, 

{iv) chronic power shortages, which lead firms to use less productive 

manual machines; (v) land acquisition problems; and (vi) onerous 

=  dlearance requirements that impede the inflow of imported inputs and 
eae export of processed goods for just-in-time delivery (Gopinath and Lahiri, 


9 Pandemic and India’s Exports 


navirus has battered Indian exports—which fell over 60 per 

pril, the worst in almost 30 years—with the monthly value of 

id shipment at $10.4 billion being the lowest in 14 years. The 

swn, which halted almost all economic activity in the country, also 

ted in a 59 per cent slump in imports to $17.1 billion, the lowest 

athly value since February 2009. 

ae pace of decline in exports has been the worst since 1991. The 

n was so acute that 28 of the 30 major sectors saw a fall in 

fith drugs, pharma and iron ore being the sole exceptions. 

mports, none of the 30 major sectors saw higher value of 

, resulting in trade deficit narrowing to $6.5 billion in April 

e' ‘in four years. 

chandise exports fell by 12.41 per cent in June 2020—at a much 

te than the 36.47 per cent seen in May and 60.28 per cent in 

), as the lockdown was lifted. 

” Petroleum products, textiles, electronic goods and engineering goods 
ng 0 ther items, showed contraction. However, drugs and pharma, 
‘lal juri g the Covid-19 pandemic, saw a growth of about 10 per cent. 

Meanwhile, imports fell by 47.59 per cent in June 2020. This 
ract yn as also at a rate lower than 51.05 per cent in May and BS 
per cent in April 2020 (Department of Commerce, Ministry of 
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nce of risks for global trade is tilted to the 
BEES downside risk emanates from the pandemic itself, 
‘resurgence of new variants such as Omicron. Further, 
he surge in global inflation, as outlined above, longer port 
freight rates, shortage of shipping containers, shortage 
as semiconductors, with supply-side disruptions being 
ly recovery in demand, pose significant risks, inter alia, for 


g the global trend, India’s merchandise exports recovered 
a the pandemic-induced collapse and registered positive 
: current financial year. During 2021-22 (April-December), 
lise exports recorded growth of 49.7 per cent to US$ 301.4 
ired to corresponding period of last year and 26.5 per cent 
(April-December), exceeding the pre-pandemic levels. 

ambitious export target of USS 400 billion set for 2021-22, 
‘dy attained more than 75 per cent of it by exporting goods 


billion, which is actually higher than the export target of 
set for the April-December period of 2021 22. This shows 
is concerned. 


yell on track as far as attaining the export target 
in key markets, inc reased consumer spending; pent up 
income due to announcement of fiscal stimulus by 
al commodity price rise and an aggressive export 
nent have bolstered exports in 2021 22 
out in Qi: FY 21. there was an impressive rebound 
with strong y-o-y and sequential growth, 
2 and Q3 of 2021-22. This 
| trade growth, elevated 


or 


ef) > 
, 
TT 
ming 


exports, 
stone of US$ 100 billion in ¢ 


view of moderation 1m globa 
aC persistent problem of container shortages. 
is contributed by high growth in petroleum, oil 
: exports (constituting about 15 per cent of total 
iH) as non-POL exports. indicating the broad-based nature 
is is reflected in the fact that more than 85 per cent of 
Bs recorded positive growth during April- 
ber, 2020. Driven by robust demand 
ds, gems & jewellery. and chemicals, the non-POL 
- 957.5 billion during 2021-22 (April-December), 
r corresponding period of last 
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i the top export destination 


; ved by United Arab Emirates (UAE) and 
follow Sa "6 +4 and entered into the top ten 
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destinati 

pain ons rte April-November 2021, with more 

Steel shi worth of pearls, precious and semi-precious stones, 

ny Pe aaa to the country. 

Sere has diversified its export destinations in last 25 

re than 40 per cent of | dia’ 

Sieaidibd. India has b. ndia’s exports is still accounted by 

el Gactn en negotiating free trade agreernents 

= - ers—both bilateral and regional—over the 
with a view t ’ 

bn a hal © promote India’s exports. A further push 

Fs ohare oR Re @niaa institutional arrangements to, 

ji versify " oducts and destinations. 

‘ epee India witnessed revival in domestic demand 

lc Dteduas os ‘The merchandise imports grew at the 
ta or... <i sap in April-December, 2021 over the 

a perl ear and 21.9 per cent over April- December, 

a ee encemic levels. Like in the case of merchandise 

a Tie 08 owed secular rise since Q1: FY 21 and reached 
on in Q3: FY22, crossing the pre-COVID levels. 
pansion recorded in merchandise imports in April-December, 
ted by the positive growth in all the three components 
ip imports (accounting for 9.1 per cent share in total 

: mports (26.6% share) and non-POL, non-Gold & silver 

% share), with latter contributing the maximum indicating 
‘ in domestic activity. It is observed that more than 93 per 
jor import commodities have registered positive growth in 
e emi 2021 compared to last year, indicating a broad-based 

the economy. 
: ‘Major import commodities, crude petroleum imports more 
blec ‘to US$ 73.3 billion in April-November, 2021 compared 
ar and continues to be the highest imported commodity. Gold 
e iste’ d sharp rise to US$ 33.2 billion (8.7% share), from US$ 
on (5.6% share) in corresponding period a year earlier, returning 
sition (Table 34.21). This is due to significant increase in 
d imports that have more than tripled compared to last year 
d the pre-pandemic levels, on account of strong festive and 
nd, favoured by drop in international gold prices. Industrial 
trv and Iron & Steel do not figure in the list of top ten 

es in current year, unlike in April-November, 2019. 

‘ten countries for import origin, China, UAE and 
mport sources for India in April-November, 2021, 
reducing to 15.5 per cent from 17.7 per cent in 
a year earlier—reflecting increased diversification 
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of India’ Switzerland, which was ousted last year from 
Te S Import, bounced back at sixth position with 
crude pang Prt November, 2021. Indonesia—second 
| share oil—remains to be one of top ten suppliers 
share of 2.9 per cent in total imports during same period. 


fate above, Owing to the recovery of global demand with 
mestic activity as well as in many trading partners, both 
 €xports as well as imports rebounded strongly and 
Pandemic levels leading to an increase in merchandise 
. It stood at US$ 142.4 billion in April-December, 2021 
deficit of US$ 61.4 billion in corresponding period of last 
b 125.9 billion in April-December, 2019. The merchandise 
widened after bottoming out in Q1: FY 21. Table 34.23 
6 merchandise trade balance with major countries during 
ril-November) compared to 2020-21 (April-November). 


A. 


Table 34.22 
dia’s Merchandise Trade Balance with Major Countries 
(US$ Billion) 
TE) Imports Trade Balance 
2020 2071 (P) 2020 4 =©3021 (P) 2020 2021 (P) 

“31.3, 49.0 16.3 27.4 15.0 21.6 j 

92 oF 13 44 7.9 

6.0 o4 10 31 5.0 

6) a9 13 14 3.8 

69 i9 28 19 4.1 

68 26 43 2.0 2.5 

s4 22 3.2 0.4 21 

48 7.1 11.1 -4.2 -6.3 

12 46 7 328 -6.5 

17.5 13.1 27.9 3.4 -10.4 

58 9.2 19.2 5.6 -13.4 

.s 76 18.5 6.6 -17.2 

09 5.8 17.8 49 -16.9 

156 38.8 59.0 -25.2 -43.4 
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fh Hoon has maintained its impressive performance in world : 
de ir the post COVID-19 period. Despite pandemic induced g 
~~ ‘and weak tourism revenues, India’s services expe 
| gre iy 18.4 per cent to US$ 177.7 billion during 2021-22 
scember), over corresponding period a year earlier (Table 34.23 
0 per ork ‘growth over 2019-20 (April-December), surpassing t 
pre-pandemic levels.3 This is mainly on account of top three compial 
yusiness and transportation services that constitute more than 80 f 
ent of total services exports. After registering a slump in Ql: FY 
vices exports remained resilient since Q2: FY 21 onwards and rose 
nsistently to reach to US$ 60 billion in Q3: FY 22. 


Table 34.23 
Services Trade Performance 


2020-21 2020-21 2021-22 
a (Apr-Dec) _(Apr-Dec)* (P) 
213.2 206.1 150.1 177.7 


103.3 


85.0 
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eae ipoiuked Out by Arvind Panagariya (2020), after decades © 
7 “Coexistence, China has turned progressively hostile in 7 
bp? disputes with its neighbours including India. The most fi a 
explanation for this shift is the size of its economy. With GDP % 
trillion, it now feels economically secure and militarily powerful 5% 
et ‘its long-standing geopolitical ambitions that include 
on esha sleag strategic value. s! 
incursi: “ndia-China border have led many im | 3 
/on China. The argument made is that a a 
to India far exceed its imports from the = 
e, trade sanctions by India can 
a than the other way around. India’s 
d the situation through the same lens: 
wawl, it has asked industry associations to identify 
pe eee Deirpones of trade sanctions. 


been a $10 trillion economy? In all likelihood, it 
her than buy animosity of a neighbour that is its 
nic size as well as military might, it would have done 
» India on its good side and concentrated on realising 
Mitical ambitions. But with India’s GDP still less than 
uina is more than four times its size. This difference also 
India is militarily a lot weaker, placing it at a disadvantage 
ed conflict. The sooner India bridges this gap, the better 
al security vis-a-vis China and other hostile neighbours”. 
jument against sanctions is reinforced by the fact that they 
aot just China but India as well. Imports from China are 15 
india’s total imports. And contrary to the common claim that 
orts only finished goods to India in return for minerals and 
fials, its exports include significant volume of components and 
ials for a large number of critical industries. Any interruption 
of these raw materials and components will hurt output and 
ent in those industries. India’s present circumstances further 
he case for sanctions. To begin with, India entered Covid-19 
eh its financial sector under great stress, a fact reflected in the 
tin of GDP growth to just 4.2 per cent in 2019-20. Covid-19 has 
ga fragility by disrupting both demand and supply (Panagariya, 
“ b this while also distancing the economy from China, 
ressively pursue free trade agreements (FTAs) with friendly 
tries such as the United Kingdom, European Union and 
' attract multinationals to its shores. The FTAs would make 
Le att) » to multinationals (Panagariya 2020). 
more recently, Covid-19 pandemic has impacted world 
According to the World Trade Organization forecasts, 
id merchandise trade would decline by 9.2 per cent for 


ume growth may rebound to 7.2 per cent in 2021 but will 
om 


epee 


that there are two groups of industries 
: e rt growth and employment 
ae pone cece potential in eileen 
ve products, such as textiles, clothing, footwear, 
si’ the study also identifies a number of specific 
a cam emerge as a major hub for final 
; one een GVCs. At the same time, India has the 


ntepratio dietetic industries with GVCs must form an ese 
e in India”. As stated in the Economic Survey 2019-20, by 
ing “Assemble in India for the world” into “Make in India”, Ind 
ate 40 million well-paid jobs by 2025 and 80 million by 2030, 
overnment has announced a performance-linked incentive 
10 sectors, which include pharmaceuticals, electronica/ 
mene telecom and networking products and solar cells. 
ising production, the scheme is supposed to spur investment: . 
~e investment depends on many other factors such as ease 
business, including honouring contracts, a flexible labour 
availabilty of land and other infrastructure (Mahendra Dev and 
ani, 2021). oe 
post-covid situation provides a big opportunity for India. There : 
ing realisation among multinational companies that capacities ‘ 
concentrated in one place. Potential realignment of GVCs ~ 
future may provide an opportunity for India to attract big © 
: heron However, one problem is that in recent years | 
has become more protectionist. India’s import tariff ” 
favoured nation-based average) increased from the lowest- ~ 
12 per cent in 2008 to 15 per cent in 2019. For | 
tariff rate was 9.6 per cent, compared to India's 7 
a may miss the emerging opportunity if protectionist ” 
ciao ied at this juncture. India has not joined the Regional 
‘i el or t Bconomic Partnership (RCEP) due to geopolitical 7 
e st and Southeast Asia account for more than 50 per 799 
's in network products—group of products such 


sign free trade agreements with countries in Bast and | 
ave we revisit our position and negotiate with | 


lvantage. There are several opportunities for 
. by China to boost exports. 


Economic Survey 2022-23: 
. weighing on India’s merchandise exports. 


ts that global growth exerts a strong 
nifica See tent expors, 
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SES. Pig ed 
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h profile sj 
he ot except for the global financial crisis and the 


® Covid-19 pandemic. Thus, the export outlook may 


antl 

i ied market share gains. In turn, that comes from 
facing competiti cy, productivity, technology, and innovation. India 
a on from South Asian countries in a few of its export 


; asa dye demand for several products in a cost-effective 
eae ports side, notwithstanding uncertainty surrounding 

; on global crude oil prices, the recent softening in its prices 
au well for India’s POL imports. However, non-oil, non-gold imports, 
é which are growth-sensitive, may not witness a significant slowdown as 
indi growth continues to be resilient. While recognising the potential 
_ adverse developments, it is important to take cognisance of innate buffers 
to India’s external sector. India’s export of services, primarily contributed 
; _ by software, business, and travel services, while remaining robust during 
the year so far, embodies a greater degree of resilience. India is cementing 
its position as the top remittance receiver in the world, with inward 
‘remittances projected to be at record levels during 2022. Accordingly, a 
eo large surplus under services and remittances would cushion the widening 
trade deficit. Consolidating an increasing share of non-debt flows in 

% g CAD over the years, net FDI flows remained robust during 


“the current year while the net FPI inflows turned positive in recent 
D would be within manageable limits and eminently 


satan , the CA 
_months Se all, the forex reserves remained comfortable at US$ 
) e. ber 2022, covering 9.3 months of imports. 


‘ie billion as of end-Decem 
"i ae 4 ae external debt has been prudently managed. 


ntry perspective too, India’s external sector has fared 
Me positioned relatively stronger to face the 
nario as evidenced by the Indian rupee 


u i i t cover and 
rencies, comfortable impor 
orming most EME cur 


bility indicators are benign 
j ternal debt vulnera 
CAD. India’s e* 


‘le India's external sector faces 
To sum up, while 
ional standards relatively better as compared to many of its 


bers to weather them. 

in 2021-22 after the pandemic-induced 
strong capital flows into India, leading 
hange reserves. The resilience of 


accumula a ing the current year augurs well for growth 
= nn he 4 url 
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ving adverse global sce 
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Mean Gini eaphed wtth the #140 covargedce of COVIE-9 with nat 
variants may pose a challenge for India during 2022-23. 
p to the recovery of global demand coupled with revival in domestic 
ay tivity, India’s merchandise exports and imports rebounded strongly 
and sitkpiused pre-COVID levels during the current financial year. 
- ‘The revival in exports was also helped by timely initiatives taken by 
He ~-ochenctdey USA followed by UAE and China remained the top export 
destinations in April-November, 2021, while China, UAE and USA were 
4 Dp) aes tara Reapert sonar for Tn. 
‘The robust capital flows were sufficient to finance the modest current 
_ account deficit, resulting in an overall balance of payments (BoP) surplus 
of US$ 63.1 billion in H1 of 2021-22, that led to an augmented foreign 
exchange reserves crossing the milestone of US$ 600 billion and touched 
_ US$ 633.6 billion as of December 31, 2021. 
A sizeable accretion in reserves led to an improvement in external 
_ wulnerability indicators such as foreign exchange reserves to total 
| sempreni to sieaieomeaia debt to foreign ouhange reserves, etc. 
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Box 34.5 
External Vulnerability Indicators for India 


(Per cent, unless otherwise catedy 


Global Financial = Taper-Tantrum H1: FY 2022 2 a: 
Crisis (PY 2009) (FY 2014) | ee 


tatoo hepato ener bo. i ete 


2245 446.2 593.1 | ale 

BSC ade 

252 304.2 633.6° Rts 
20.7 23.9 20.1 


388 39.7 43.2 
18.7 104 8.6 
1122 68.2 107.1 
270.2 1719 248.2 


78 14.6 
5.3 4.7 
-18.2 -113 


trum year. Another key vulnerability indicator 
n seamed declined to (-) 11.3 percent, as against (-) 18.2 
stm enna cert nal debt to GDP ratio has aloo declined 
Tay episode. ides, India witnessed a current account surplus 
o -; cent QI of 2021-22 on top of similar surplus in 2020-21 after 
ad 17 years. On the other hand, India experienced the highest ever 
arent account deficit of 4.8 per cent of GDP in 2012-13 on the back of 
equally large deficit of 4.3 per cent during the previous year (2011-12). 
“a tly, the Indian economy has exhibited greater resilience so far to the 
it episode of taper. In the immediate aftermath of the taper tantrum 
313, India experienced portfolio outflows aggregating to %79,375 
from capital markets, including %19,165 crore from equity markets 
id 60,210 crore from debt markets during May 23-August 30, 2013. 
» latest announcement of reduction in asset purchases on November 3, 


iber-January 20, 2022. 
| edging India’s transformation from being among the Fragile __ 
stries in the wake of the earlier episode to the 4th largest forex 
’ ‘ der during the current episode, Indian economy stands guard ) 
: advantage of plenty of policy room for manoeuvring as the 
x? a lisation of monetary policy by systematically important 
. bank anks takes hold. 
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: ____ India’s New Foreign Trade Policy 


Pluses and Minuses 


a) long-awaited Foreign Trade Policy (FTP) of the National 
_ Democratic Alliance (NDA) government for the period 2015-2020 
a. = announced on 1 April 2015 evoked much interest because it was 
“the first comprehensive statement on the government’s priorities in 

the 3 sector, and also, perhaps more importantly, it would show 
‘if the present government has set its sights differently from the United 
Prog: Alliance (UPA) government. 

_ It was the UPA government that tabled the first FTP in 2004, 
replacing the export-import policy. This seemed to suggest a change in 
the thinking of the policymakers—they had finally understood that it 
to move beyond export-import procedures and incentives 
foreign trade performance, and that it was imperative 
[P to consider policies for improving production efficiencies and 
ing transaction costs. In other words, FTP had to extend beyond 
ion-making confines of the Department of Commerce, and the 
<nent had to develop a broader framework that provided the scope 
coordinating with a number of administrative ministries to make the 
ign trade sector more vibrant. But despite tabling two five year FTPs, 

A government did little to change the orientation of policymaking 


he NDA government has attempted a new approach in its FTP 
s two documents. While the main document follows the 
synment’s practice of detailing export-import procedures, 
government has made a detailed FTPS (foreign trade policy 
) that articulates its overall thinking on the external sector, 
two key dimensions. First, the policy statement spells out 
ament’s strategy for addressing some of the structural and 
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institutional issues that are relevant for improving the performance 
of the foreign trade sector. Second, the government has given some 
idea about its thinking on the ways in which it would make trade and 
economic integration agreements with major trade partners work better 
for Indian enterprises. The second dimension is important because India 
has concluded a number of economic integration agreements with trade 

ers over the past decade, but most of them have not delivered the 


expected results. 


‘Whole-of-Government’ Approach 


It must be said to the credit o 
ade policy can nei 


it recognises that “foreign tr 
implemented by any one department in isolation” and that “a ‘whole-of- 
government’ approach will be required.” The EFTPS speaks of ‘major path- 
breaking’ initiatives that the department has taken “to mainstream State 

and Union Territory (UT) Governments and various departments an 
ministries of the Government of India in the process of internation 
trade.” Yet, another reflection of a possible change in thinking in the 
commerce department is an important statement made in the FTP 
“the biggest challenges that India’s foreign trade faces today are fro 
within the country.” To meet these challenges, the FTPS underlines th 

need for ‘setting our house in order’. 

There is no doubt that bold print of the FTP shows a welcom 
departure from past thinking. The proposed involvement of othe 
% ts and ministries of the central government as well as stat 
and UT governments, and the recognition of “behind the- border 
_ constraints faced while engaging in foreign trade should be regarded a 
_ steps in the right direction. However, the details of this strategy spel 
out in the FTPS have several limitations, and there is a strong case fo 


ng at them anew. 

The “whole-of-government approach’ lists the po 

sment with state and union territory governments, 

which departments and ministries of the centr 
involved in supporting conduct of foreign trad 
d UT the FTPS mentions that they “ca 


cial 1 promoting exports and rationalising non-essenti 
This statement is quite intriguing since governments i 
ries of the World Trade Organization (WTO) have lit 
ser promote export or restrict ‘non-essential impo 
of the WTO is to minimise governme 
5 ' foreign trade and, therefore, m 


f the Department of Commerce that 
ther be formulated nor 


ssible areas 0 
but is silen 


Bats Pe REee is BISWAJIT DHAR 
ee 991 
foes Provide oe and other incentives for promoting 
8 on-essential imports’ (appears to be a 
UT dienes, fee ), it should be pointed out that 
iD Galy be restr : not have any instruments for doing so. 
cted by using customs duties, which can 


D ap Used by the 
ie one “ad Central government. Further, India had the 


1 for ‘restricti 


roe products using quantitative 
me: However, this rich pi (BoP) situation, which 
isp Ribahni ons ang a ps a be given up in 2001 after 
ns and therefore had a at India no longer faced BoP 
a ian os no basis to continue with these restrictions. 

om ang of involving state and UT governments that 
hea eta i essentially statements of intent. These include 
a8 epartment of Commerce is providing state and 

re Gments to prepare export strategies and set up an “Export 
tion Mission to provide an institutional framework to work with 
overnments to boost India’s exports.” It is not entirely clear 
 FTPS how these initiatives will give the necessary impetus 
‘and UT governments to participate more vigorously in export 


it are the steps that the FT PS suggests for “setting our domestic 

2” It suggests this can be done by addressing three sets 
first is to make better use of telecommunications and 
tion technology) infrastructure, especially the internet, in 
eactions. The second is to remove the anomalies caused by the 
niform system of indirect taxation in India.” The existing 

ng to the FTPS, prevents exporters from getting “a rebate 

» all indirect taxes paid on the exported product and the 
at into its production, significantly inflating the final price 
“act and making it less price competitive”. And the 
sion, rationalisation and simplification of labour 


.y the Central Government and some State 

. taken to their logical conclusion in order to 

and efficient, which will, in turn, 
yveness of India’s products. 


that plague the domestic 
at the shop-floor, the 


convey yet again that the 
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policymakers are not fully cognizant with what it takes to make India 
globally competitive production hub. What is really needed is actualisi 
the ‘whole-of-government’ approach, which can provide a comprehensi 
view about the needs of the manufacturing sector for enhancing i 
competitiveness. This approach, which was a feature of policies adopte 
by most of the successful countries in Bast Asia, is essential fe 
repositioning Indian industry on the world stage. 


SEZ Failure 


significantly from %22,000 crore in 2005-06 to 74,94,077 cror 
2014, there is a facet 
consider. Since the notification of rules 


435 SEZ had been formally approved by t 
March 2015. Of these approved SEZS, 189 have been functio 


Importantly, all but 20 of these SEZS were established before 2010 « nd 
only three after 2013. The past few years have also witnessed a spaie 
of cancellations of the approvals granted for setting up SEZS. Sime 
July 2014, approvals for 82 SEZS have been withdrawn by the Board 
Approvals. India’s experience with SEZS thus seems to be at considera® 
variance with that of China, where SEZs have contributed immensely# 
the country’s export growth over the past several decades. One possi 
way forward for the Government of India would be to understand 
ee s countries such as China follow for establishing of succes$™ 
Oars and consider applying good practices wherever they are poss’ sle 
jer Indian conditions. pe 


he Board of Approvals url 


onal Trade Agreements 
As mentioned, the FTPS provides an account of the Governme 
dia | ; »osition on its economic integration agreements with par@ie 
r s. The commerce and industries minister has comme! ted 
‘ore than one occasion that these agreements have not een 
beneficial to India’s interests and that they mus& 
vely reviewed. Perhaps in the continuation of this posi 
cates that two sets of initiatives should be taken— 
reements work better for Indian enterprises thr 
nes; and two, to explore opportunities in coun 
atively small footprint, including through econ 


oe The South Asian Free Trade Agreement (SAFTA), one of the older free 
trade agreements that India is a party to, has remained largely dormant. 
‘The government has proposed reinvigorating SAFTA by building regional 
value chains in several sectors that are of considerable interest to the 
a... in the region, which include textiles, engineering goods, 
chemicals, pharmaceuticals, auto components, and plastic and leather 
products. Successful implementation of this proposal would go a long 
way towards furthering the cause of South Asian regional integration. 
__ India’s free trade agreement with the Association of Southeast 
Asian Nations (ASEAN), which has been operational since 2009, has 
not brought the desired benefits. The present government has therefore 
_ proposed reworking the contours of its engagement with its eastern 
_ neighbours by focusing on trade integration with the CLMV (Cambodia, 
_Lao, Myanmar and Vietnam) countries. As a part of this strategy, it 
___ has decided to support the development of manufacturing hubs by the 
_ Indian private sector in these countries. 
| ‘The government has indicated that it will actively consider enhancing 


's there to develop their productive capacities in both agriculture 
manufacturing. Such a programme would not only complement 
ment cooperation initiatives that were taken by the UPA 


are not likely to be delivered if the operational framework is not 
ictionally more robust. There are a number of weaknesses in 
osed framework and the government would need to address 
ere is a greater urgency for doing so because the FTPS sets 
ous target of increasing India’s exports of merchandise and 
o $900 billion by 2019-20, which would raise the country’s 
id exports to 3.5 per cent from the 2 per cent it is now. 


6). 18 April 2015. 
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Foreign Capital flows have emer 


mic integration all across the world over the past two decades. 
foreign direct investment (FDI) flows have been undertaken for 
mg time by multinational enterprises (MNEs) in the course of their 
is expansion, foreign portfolio investments (FPI) representing 
nd debt flows unaccompanied by management control have 
highly visible and often dominant components of the foreign 
flows in recent years with the rise of foreign institutional 
(Flls) and sovereign wealth funds on the horizon that seek to 
sk returns through short term speculative activities abroad. 
Ows represent longer-term investments made abroad bringing 
with capital and entrepreneurship, technology and managerial 
‘and sometimes even market access, hence are seen by 
countries as catalysts of development. Therefore, most 
countries actively seek to attract foreign direct investment 
. hott different policy instruments. FPIs, in contrast, tend 
covhateaee potential of contributing to development, if at all, 
ce t-term and speculative nature. Their distribution across 
ly uneven as they target only the fast growing emerging 
Sen with deep capital markets to benefit from their 
ey are often seen to be bringing volatility to the 


ged as key channels of global 
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market economies are seeking to moderate their volatility through a 
variety of capital controls. 

Recent years have also seen the rise of PDI and FP! flows in India. This 
can be partly attributed to substantial liberalization of the policy regime 
since 1991 and with her economy embarking on robust growth trajectory 
in the new millennium, India has also begun to attract increasing attention 
of MNEs as well as Fils as destination for investments. India has also J 

as a source of outward investments as Indian enterprises begin 
to use outward FDI as a strategic tool for strengthening their international 
competitiveness. As a result FDI flows are increasingly of bi directional in 
gs nature rather than only one sided with India playing host. 
Re Against that background, this paper summarizes the Indian§ 
experience in attracting foreign direct and portfolio investments and™ 
reviews the recent trends, patterns and prospects for these flows and@ 
their developmental impact. As the country also emerges as a source of © 
FDI as well, the paper also briefly touches upon the trends in these flows. 7 


oe with some policy lessons. 


| of Policy Regime towards FDI and Investment Climate 


dian government policy towards FDI has evolved over time ing 
. 1 the requirements of the process of development in differen 
lases (see Kumar 2005a). Soon after Independence, India embarked 
2 Piva gy of import-substituting industrialization in the framewor 
development planning with a focus on encouraging and improving 
l capability in heavy industries including the machinery; 
acturing sector. As the domestic base of ‘created’ assets viz 
, skills, entrepreneurship was quite limited, the attitud 
wt D 1 tive. FDI ht on mutually 
ca was increasingly receptive. was sought on mutu 
t aig though the majority local ownership was preferred 
adopted a more restrictive attitude towards FDI i 
ded the local base of machinery manufacturing capabili 
e¢neurship developed and as the outflow on accou 
mn profits, royalties, and technical fees, et 
er asrvicing of FDI and technology imports gre 
i ape on proposals of foreign direct investmen 
y transfer and those seeking more than 4 
Prom 1973 onwards the further activiti 
g with those of local large industrial house 
2 of core or high priority industri 
tion Act, (FERA) of 1973 required 
adia to register under Indian ore 
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ease of doing business including through repeal of hundreds of outdated 
regulations. As a result, there has been a steady improvement in India’s 
ranking in terms of Ease of Doing Business (RoDB) Index prepared by the 
World Bank from 134 in 2014 to 100 (2017), 77 (2018), 62 (2019) whe 
the Index was abandoned by the Bank.’ India occupied second place after 
China as the most promising investment destination over the next thre 
years in the 2021 survey of investors conducted by the Japanese Bank 
of International Cooperation (JBIC).’ India was at the 8th rank globa 
and 4" in Asia among the top destinations of PDI inflows in 2021 as ps 

: UNCTAD analysis.* 

Pe India has also entered into 88 Double Taxation Avoidance Treatie 
and Bilateral Investment Promotion and Protection Agreement (BIPA 
with 86 countries, upto 2020. 


Foreign Direct Investment Flows and their Quality 
Trends in FDI Inflows 


FDI inflows to India have been growing since 1991 but the big break 
came in 2006 when annual inflows to the country nearly tripled ir 
one year from $7.6 billion to $20 billion and increased from that leve 
peaking to $ 47 billion in 2008 before declining to $ 27 billion in 2010 in 
e wak of the global financial crisis(Table 36.1). With the slowdown of 

nm economy since 2011, inflows declined again but have been rising 
then. FDI inflows seem to have been rising since 2017 and reached 
A uny re cedented level of $ 64 billion in 2020 even though globa 
agn i ude have fallen precipitously against the backdrop of the globa 
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tr. ness of India for FDI inflows is evident from Figur: 
are of India in global and regional FDI inflows peaked 
declining in the aftermath of the global financial crisis 
2 2020, India crossed the levels reached in 2008 with 6 
globally, nearly 10 per cent share in developing countr: 
ven ‘share in developing Asia, reflecting the impro\ 
ven sudend indicated by ranks in EoDB ranks. 
gut cance of FDI improved in the Indian economy amon 

o i ce . Table 36.2 summarizes the proportion of F! | 
‘neg Capital Formation (GFKF) in India in a global anc 
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Share of India in World ———— Share of India in Developing Economies 
Share of India i in Developing Economies: Asia 


hal comparative perspective. It is apparent that share of FDI in GFKF 
adia has been rather low but has been rising steadily and peaking in 


B to 10. 31 per cent, a level comparable to global, developing countries 
g Asian average After 2008, the FDI's share in GFKF in India 
hschiick the global and regional levels (Figure 36.2). However, in 
6 nce apa reached the levels of developing Asia and exceeding it 
9. Therefore, FDI inflows are finally playing as significant a role in 
Capit: ment in India as in its Asian peers. 


Figure 36.2 
re of FDI in Gross Fixed Capital Formation in Developing 
Asian Economies and India 
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FDI In Table 36.2 
flows as aq percentage of Gross Fixed Capital Formation in India in a 


Global and Regional Comparative Perspective 


= _Wortd Developing Economies Developing alt __ 10 — 
rica 12.41 10.29 3.65 
ie 7.55 9.24 7.38 3.80 
2003 6.24 9,51 8.62 247 
2004 6.93 10.60 9.58 2.57 
2005 8.52 11.00 10.04 2.73 
2006 11.47 11.41 11.25 6.22 
2007 13.53 11.96 10.94 5.79 
2008 9.59 11.12 9.97 10.31 
2009 8.66 8.57 7.75 7.56 
2010 8.94 9.54 8.31 4.64 
2011 9.16 8.77 7.15 5.20 
2012 8.14 8.10 6.37 3.59 
2013 7.67 7.42 5.99 4.49 
2014 7.16 7.35 6.26 5.33 
. 2015 10.86 8.02 6.92 6.79 
per 2016 10.98 7.36 6.36 6.63 
9017 8.15 7.19 6.15 5.18 
2018 6.57 6.44 5.41 5.06 
6.86 6.63 5.52 6.26 


m UNCTAD Online Database (2022), www.unctad.org, 


» can be several indicators of quality of FDI inflows (see Kumar 
12). In what follows, we discuss India’s performance in terms of a few 


cators. 


and Entry Mode 
.f the in dicators of quality is the sectoral composition of FDI 
‘matters whether FDI is going to the modern technology- 
s and building productive capabilities or to conventional 
‘out domestic investments. In terms of the sectoral 
inflows, there is a shift since 1991 in India’s case. 
‘BDI inflows used to be directed to manufacturing 
logy industries through a selective policy. 
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we directed to services. Manufacturing has accounted for only about 30 
_ Per cent of inflows in the 2000-19 period with, construction and energy 
accounting for 17 per cent, and services accounting for nearly 50 per cent 
share. Among the manufacturing subsectors, PDI stock is distributed 
between food processing, transport equipment, machinery, metals 
and metal products, electricals and electronics, chemicals and pharma 
products, and miscellaneous manufacturing. This stands in contrast to 

the situation prior to 1990 when there was a very heavy concentration 

in relatively technology-intensive sectors viz. machinery, chemicals, 
electricals, and transport equipment (Kumar 2005a). However, the PLI 
scheme may help in attracting greater FDI inflows to modern technology 
intensive manufacturing sectors thusassisting in the manufacturing- 
oriented structural transformation of the economy and technological 
upgrading of exports working together with local entrepreneurs. 

In China, on the other hand, the bulk of FDI inflows have been directed 

by the government policy to manufacturing (of the export-oriented type), and 

very little has gone to services (Yongding 2006). Of the FDI in manufacturing 
in China, 11 per cent has gone to electronics and telecommunication 
equipment helping it emerge as the leading producer and exporter of these 
: products. A policy guiding FDI inflows to manufacturing has helped in China's 
rgence as a global factory. Therefore, FDI inflows in China have been 
rected to assist in industrial development of the industry that has made 
hin: : global factory generating in the process billions of dollars of output 
e other issue is about the entry mode. As they contribute to the 
d capital formation, greenfield investments can be considered 
ahi her quality than acquisitions of existing enterprises by 
hat respect, a growing and substantial proportion of FDI in 
und to be coming in the form of acquisitions in contrast 
instance, where it was largely in the form of greenfield 


pit: stock as well as with infusion of new tec hnology 
rowth rates may also attract more FDI inflows by 
stir mnt climate in the country. Therefore, the FD 
He to causality bias given the possibility of two 
the nature of the relationship in India? A recent 
direction of causation between FDI and growth 
countries for the 1980s and 1990s period 
in Sa Granger neutral relationship as the 
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Causation was and Pradhan 2005, 
for more details not pronounced (see Kumar 


Ht has also 1, f the methodology and results) 
crowd-out or sub 
markets with th 
other resources 
Myer 2000, for 
of FDI on dom 
and welfare in 
FDI on domes 


clearly indicated FDI crowding-in domestic investments. Therefore, the 
quality of FDI in India in respect to its impact on growth and on domestic 
investment is of mixed type and leaves scope for improvement. 

‘The empirical studies on the nature of the relationship between FDI 
and domestic investments suggest that the effect of FDI on domestic 
investment depends on host government policies. Governments have 
extensively employed selective policies and imposed various performance 

. requirements such as local content requirements (LCRs) to deepen the 

. ‘commitment of MNEs to the host economy. The Indian government 
ee ae | imp josed a condition of phased manufacturing programmes (or local 
ntent requirements) in the auto industry to promote vertical inter-firm 
| and encourage development of the auto component industry (and 
of domestic investments). A case study of the auto industry 
uch a policy was followed shows that these policies (in combination 

er performance requirements viz. foreign exchange neutrality), 
eceeded in building an internationally competitive vertically 
, haute sector in the country (see Kumar 2005). The Indian 
18 » in this industry, therefore, is in tune with the experiences of 
tek hcl and Mexico as documented by Moran (1998). 


n Production 

ping countries have used FDI to exploit the 
as globally recognized brand names, best 

increasing integration with their global 
others, for expanding their manufactured 

na has erable success in exploiting 
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the potential of FDI for export-oriented production. A very substantial 
(55%) proportion of manufactured exports in China are undertaken by 
foreign-invested enterprises, which account for as much as 80 per cent 
of all technology-intensive exports (UNCTAD 2005). Foreign enterprises 
while setting up export-oriented production bases created 23 million 


jobs by 2003 making China a global factory. Export-oriented FDI also 


helps in bringing the world’s best practice technology as the affiliate 


has to compete globally right from the beginning. It also enhances the 
chances of FDI inflows crowding in domestic investments and reduces 
the chances of crowd-out as the foreign affiliate would be mainly catering 
to the outside markets rather than eating into domestic firms’ markets. 
It would also create fresh possibilities of market information spillovers 
for domestic firms on export possibilities. 

Unlike the East Asian countries, India has not been able to exploit 


the potential of FDI for export-oriented production. The bulk of FDI 


inflows in India are market-seeking coming for tapping the domestic 


market with the share of foreign affiliat 
cent. Therefore, the quality of FDI in respect of export o 
poorer compared to FDI received by East Asian countries. In this respect, 
“two observations can be made. The first is that later studies of export 
shave observed a relatively superior performance of foreign 
p .jn terms of export orientation compared to early studies 
sting a poorer performance of foreign companies (see Kumar 
seph 2007). Therefore, MNEs may be beginning to exploit the 
of India as a base for export-oriented production. 
snd observation is about the role of host country policies 
the potential of FDI for export-oriented production. A 
y analyzing the determinants of the patterns of expor' 
INE affiliates across 74 countries in seven branches 0! 
. points of time has shown that in host countries with 
ets, the export obligations were effective for promoting 
or of foreign affiliates to third countries (see Kumar 1998). 
gations have also been employed fruitfully by many 
ot M B affiliates to exploit the host country’s potential 
on. For instance, in China which has succeeded 
xport with help of MNE affiliates, regulations 
mn enterprises must undertake to expor' 
put (Rosen 1999:63-71). As a result 
‘foreign enterprises in manufactured 
55 pe cent as observed above. 


es in exports around 10 per 
rientation is 


India h 
aS not imposed €xport obligations on MNE affiliates except for 
Products reserved for SMEs. However, indirect export 
obligations in the ¢, Ae ; era Seay 
enterprises produc; rm of dividend balancing have been imposed fo 
out in 2000). y "cing primarily consumer goods (until they were phased 
earn the aa, these policies, a foreign enterprise was eh * 
exchange that it wi ; dividen 
so that there ape a - it wished to remit abroad - s ean 
. 6 verse impact on the host country’s ba pas 
eng - 9O0Metimes a condition of foreign exchange neutrality has 
imposed where the enterprise is required to earn foreign exchange 
enough | to even cover the outgo on account of imports. Therefore, these 
regulations have acted as indirect export obligations prompting foreign 
| enterprises to export to earn the foreign exchange required by them. The 
; evidence that is available Suggests that such regulations have prompted 
as foreign enterprises to undertake exports. In the case of auto industry, in 
; _ order to comply with their export commitments to comply with foreign 
nange neutrality condition, foreign auto majors have undertaken 
E export of auto components from India which have not only opened 
W Opportunities for Indian component manufacturers but also in that 
$688 found profitable opportunities for business (Kumar 2005), These 
P ppo 
tions have acted to remove the information asymmetry existing 
it the availability of quality components in India among the foreign 
ors, In that respect, India's experience is very similar to that of 
id which has emerged as the major auto hub of Southeast Asia (as 
entec by Moran 1998 and Kumar 2005). 


i ther Knowledge-based Activities and 
oe | Capabitity 

son of R&D intensity of foreign firms in India and in 
‘ies has not been possible due to lack of data. Within the 
reign firms appear to be spending more on R&D activity in 

seal firms although gap between their R&D intensities has 
down. A study analyzing the R&D activity of Indian 
xi in the context of liberalization has found 
neous factors, MNE affiliates reveal a 

Oe d to local firms, presumably on account of 

“to the laboratories of their parents and associated 
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» also observed differences in the nature or 
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_ An important issue is the diffusion and absorption of technology 
brought by foreign firms in the host countries. Some governments have 
imposed technology transfer requirements on foreign enterprises, ¢.5 
Malaysia. However, such performance requirements do not appear to have 
been very successful in achieving their objectives (UNCTAD 2003). Instead, 
other performance requirements such as local content requirements 0, 
domestic equity requirements may be more effective in the transfer of 
technology. As observed above, local content requirements and export 
performance requirements have prompted foreign enterprises to transfer 

and diffuse some knowledge to domestic enterprises in order to comply with 
their obligations. Similarly the domestic equity requirements may facilitate 

the quick absorption of the knowledge brought in by foreign enterprises 
which is an important pre-requisite of the local technological capability, as 

is evident from case studies of Indian two-wheelers industry where Indian 
joint ventures with foreign firms were able to absorb knowledge brough 

in by the foreign partner and eventually become self-reliant not only to 
continue production but even to develop their own world class models 
_ for domestic market and exports on their own (see Kumar 2005). Some 
if have expressed the view that domestic equity requirements may adverse|) 
- affect the extent or quality of technology transfer (Moran 2001). However, 
> it has been shown that MNEs may not transfer key technologies even \\ 
ir wholly owned subsidiaries abroad fearing the risk of dissipation « 
n usic through mobility of employees. Furthermore, even if the content 
ir quality of technology transfer is superior in the case of a sole ventur 
’ than in the case of a joint venture, from the host country point of view, |! 
atter may have more desirable externalities in terms of local learniny .\\'! 


r issue in this context is the increasing trend of relocati' 
vity by MNEs to benefit from abundant low-cost manpo'' 
b knowledge spillovers from national innovation sys!'' 


neir global R&D centres (the so-called Global Capab'' 
| s) in India and R&D joint ventures with Indian compa!’ 
ch contracts awarded to national research laboratories 0 
This trend seems to have intensified over the years 
ag 2300+ GCCs in India, according to Invest India 
have begun to: , ; r GCCs as innovation hubs 
ig dh ind. nce of well-educated 2" 
ained in next-generat'” 
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>a Such as Artificial Intelligence (Al),Machine Learning (ML) 
Sciences to develop new ways of conducting business on a 
global scale in the country.* While these GCCs create well-paying jobs for 
od © Workers, concerns are often raised about their enclave type 
operation with little linkage with the rest of the economy and their 
high concentration in a few places like Bengaluru (Kumar 1999). 
FPI Inflows and their Impact 


In September 1992, the Indian government announced guidelines for 
investments by foreign institutional investors (Fils) in the Indian capital 
market. Fils were now welcome to invest in all types of securities traded 
on the primary and secondary market with full repatriation benefits and 
without restrictions on either volume of trading or lock-in-period. This 
liberalization has led to considerable inflows of portfolio inflows making 
the country one of the most exposed to portfolio inflows. In June 2013, 
Fil investments were reclassified as foreign portfolio investments (FPI) 
subject to their holding in a company within 10 per cent of its equity. 
Any holdings beyond 10 per cent will qualify as FDI. 


Figure 36.3 
Volatility of Foreign Portfolio Investments 
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ent stimul among other assets, to support the 
inet 4S programme, Abundant and virtually free money 
pia returns in the emerging markets like India. Flls 
the on in India in 2020-21. But as the Fed started to 
a “sy Money policy in order to deal with inflation by raising 
z va “aay end of 2021, India has witnessed outflows 
“ese rst five months of 2022 itself. 
wie Ful inflows have become primary determinants of the movements 
Stock exchange indices and the exchange rate of the rupee (see 
. 2011). As there are sharp movements in these inflows linked to 
bal developments such as monetary policy changes in the US, they 
me key channels of transmission of instability to the country’s 
System. Big inflows lead to stock market appreciations and 
g of asset bubbles, only to be busted with their outflows. 
ly, large inflows tend to push the exchange rate up affecting 
HE competitiveness of domestic exports while their sudden departure 
Heads to depreciation of exchange rate requiring RBI to intervene. One 
ecall the boom-bust cycles following the Global Financial Crisis of 
)8/09 when the initial stock market boom was followed by a bust with 
tape: ig Of QE by the Fed in 2013 creating a liquidity crisis in India 
othe emerging markets, the so-called Fragile Fivelln the aftermath 
pvid-pandemic, the high exposure of India to Fils to the extent 
t 20 per cent of total market capitalization and nearly 45 per cent 
y investments by all institutional investors makes the country 
ulnerable to stock market volatility. One may take comfort in 
ble forex reserve of the order of over US$600 billion. But the 
ves car deplete rapidly having been built with short-term capital 
‘xternal debt. 
chase good returns through day-to-day stock market 
servicing burden is highest among all forms of capital 
instance, an average rate of return in Indianstock markets 
at over the past decades. Fils being the active speculators 
rs can be expected to reap a better harvest than average 
rmore, Fils usually route their investments through tax 
ritius to avoid paying taxes. 
. that FIl inflows help a country to build foreign 
t is not appreciated very well is the fact that 
also enhances the need to have large foreign 
' highly volatile nature. Therefore, 
dia should rely for their foreign resource 
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deposits from nonresident Indians rather than relying on the FIls(Kum,, 
2011).Recognizing their disruptive role, governments often use a variety 
of capital flow management tools or capital controls, to curb the surg, 
of short-term capital inflows e.g. taxes and unremunerative resery, 
requirements (URR), such as those imposed by Thailand, Indones, 
and South Korea in 2010. There is now a growing consensus on the 
relevance of capital controls as aspects of the policy tool kit for the 
governments in emerging economies, with even IMF endorsing then 
after initial resistance. (UN-ESCAP 2010, Ostry et al 2010). The benefir, 
of maintaining open capital accounts, if any, are ambiguous. 


India as an Emerging Source of FD! Outflows 


Another important emerging trend with respect to FDI in Indi, 
is its emergence as a significant source of FDI outflows.Recognizing | 
the importance of outward investment for the competitiveness of [ 
enterprises, the policy governing outward FDI has also been liberalize: 
since 1991. With the buildup of foreign exchange reserves, the limits tor 7 
outward investments have been gradually relaxed and Indian enterprises 7 
are now permitted to invest abroad upto 100 per cent of their net wort) | 

_ | Like FDI inflows the major turnaround in their outflows came in J 
"2006 when outflows more than quadrupled in one year to $ 14 billion | 
and peaked to nearly $ 20 billion in 2007 before declining to around} § 
15 billion in subsequent years in the wake of global financial crisis (1a) 7 
_ 36.4), The big break came with Indian enterprises using their outw.! 7 
i investments to acquire larger companies in the advanced economics. ° | : 
___ Part of their effort to augment their bundles of strategic assets inci 7 
jown brand names, proprietary knowledge and global marke! | 
vorks in order to jump start their global orientation. The past few 
lave seen several multibillion-dollar acquisitions of western !\' 
y cudian companies including Tata Steel-Corrus, Tata Motors -Jaguar 
ind Rover, Handalco-Novelis among others. During 2012 and /' 
td FDI flows declined dramatically as Indian companies str 
wdowr of Indian economy (Table 36.4) Since 2017, Indi: 
I flows have fluctuated around $11-12 billion per annum 
s of India's outward FDI flows has shown that among ''' 
rkets,the relative scale of India’s outward FDI was) 
oe 2008). ‘The e | Indian enterprises on the 
nits a lower middle-inco™* 
Ses in the develop“° 
YW acquired entiv“ 
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2 Table 36.4 
mt Direct Investment (FDI) Outflows Originating in India 
(million USD) 
World Developing Economies Developing Asia India 
681550.39 57679.70 55858.36 1397.44 
496583.01 39802.35 33943.01 1678.04 
$27539.12 40727.89 32559.73 1875.78 
911704.58 114572.37 93019.32 2175.37 
837155.67 111475.72 90492.53 2985.49 
1362051.08 200826.50 150430.59 14284.99 
2191411.63 278702.45 243348.64 17233.52 
1714199.95 276085 .24 228663.34 21142.47 
1183717.07 247489.06 226247.89 16057.78 
1392183.67 365374.27 299981.11 15947.43 
1627433.80 386560.11 327648.23 12456.16 
1306921,42 361089.12 309213.57 8485.70 
— 1423425.13 414000.34 WBHHO 8H 1678.74 
_ 1370816.25 456508.84 419713.14 11783.49 
 1698208.68 40772055 376761,.04 7572.42 
- 1616137.87 415419.60 995435.02 5072.36 
—1604697.28 482730.48 434384 02 11140.55 
im perevis:14 403632.08 393298.46 11446.92 
: 416597.79 36426776 13144.14 
385935 .80 387664.26 11559.96 


‘been argued that the source of their ownership or 
lies in their accumulation of skills for managing 
n operations across diverse cultures in India and in 

wer value for money with their ‘frugal engineering 


catering to the larger part of income pyramid in 


all the Indian enterprises undertaking 
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are built up to expose the enterprises es to international national competition and 
sharpen their competitiveness. In fact, the reforms of 1991 have sparkeq 
a considerable restructuring of Indian industry which emerged from j, 
leaner, more efficient, and competitive. The exposure also gave to th. 
Indian firms global ambitions and also the confidence to pursue ther, 
In some ways the Indian experience follows the Japanese and Korea, 
tradition of enterprise development policies and may have lessons {o, 


other developing countries (Kumar 2020). 


Concluding Remarks and Policy Lessons 
The above discussion has reviewed India’s experience with F[)| 
and FPI inflows. These inflows to India have grown in recent years in 
response to policy liberalization and as the country’s economy picke 
up momentum. Although starting from a low base, India has also bee: 
able to increase its share in FDI inflows received by developing countries, 
especially in the past few years, and is catching up with Southeast Asian 
a countries in terms of share of these inflows in capital formation. India \, 
| also attracting large magnitudes of portfolio equity flows from foreiyn 
institutional investors (FIIs) which are highly volatile and destabilizing 
_ The above discussion also shows that even though India may bv 
attracting increasing magnitudes of FDI inflows, it is yet to harnes. 
their development potential fully. The empirical studies sugye:: 
that the country has received FDI inflows of mixed quality and th 
developmental impact has been uneven. India can learn a great dvi 
from the experiences of China and other Southeast Asian countries © 
this regard (Kumar 2018, 2020). China has had much greater suc 
n har the potential of FDI for building high technology ex)! 
entec industrial base using a variety of policy instruments 11 
ar ce requirements. On the other hand, India is getting expose: 
rifica nt manner to the FPI flows that are not only highly volatil: 
expe in terms of servicing burden. 


a the above analysis brings out the role of governme:' 
li and benefiting from FDI inflows for developme 
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attention to macroeconomic performance indicators such as sere 
rates of the industry through public investments in nenerere 
ture and other supportive policies and creating a stable an 
environment would crowd in FDI inflows. apart — Ai 
that policies that facilitate domestic investments also pull in , 
(Kumar 2000, 2005a). While investment incentives may not be efficient, 
the proactive targeting of FDI by developing certain viable prajects 
and getting key MNEs interested in them could be useful in attracting 
investments of desirable quality. i 
The evidence suggests that government policies play an important 
role in determining the quality or developmental impact of FDI and in 
facilitating the exploitation of its potential benefits for host country s 
development. The various performance requirements such as spyitian 
i ‘manufacturing programmes, export performance requirements, ” 
domestic ownership requirements have also been employed by the 
g ents to achieve their developmental policy objectives. Even 
ena some policy direction to FDI is desirable as has been 
oaiees he case of East Asian countries. 
oat , Bes naasosine the contribution of FDI to the host development 
‘ini the chances of FDI crowding-in domestic investments and 
age ssibility of it crowd-out domestic investments. In this 
pa ya riences of Southeast Asian countries such as Malaysia, 
: and Thailand in channeling FDI into export-oriented 
oe hrough selective policies and export performance 
sitll panes * om * the time of entry deserve careful consideration 
- 94 Pee for evidence). The export-oriented FDI minimizes 
er lity of rowding-out domestic investments and generates 
~~ rs for domestic investments by creating demand 
spillove ds. Another policy that can help in maximizing 
an De pi infice is to push them to newer areas where 
— do not exist as that minimizes the chances of conflict 
investments. Some governments such as ag have 
é programmes to attract FDI in industries 
‘3 more favourable externalities for 
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host governments could also consider employing proactive measures 
that encourage foreign and local firms to deepen their local content as 
2 a number of countries, e.g. Singapore, Taiwan, Korea, and Ireland have 
| done so successfully (see Battat, et al. 1996). 


Investments made by governments in building local capabilities 
for higher education and training in technical disciplines, centers o; 
excellence and other aspects of national innovation systems have 
substantial favourable externalities as is demonstrated by rising 
attractiveness of India for relocation of GCCs by MNEs besides India’s 
success in software and business process outsourcing. These investment: 
would be critical going forward to unlock India’s potential to emerge a; 
the skill capital of the world in the incipient 4th industrial revolution 
- GR4,0) (Kumar 2022b). 
_ ~~ Finally, rising current account deficit poses an important challenye 
__ for policymakers and needs urgent attention. With widening merchandi« 
_ trade deficits driving this trend, immediate attention needs to be 
paid to reviving export growth and exploiting the opportunities {\: 
_ import substitution. For reviving exports, attention needs to be pu! 
__ to strengthening their competitiveness by addressing exchange 111° 
distortions. Export competitiveness needs to be strengthened |. 
aaintaining relative exchange rate stability with a slight tendency tow. | 
eciation rather than appreciation. Besides that, policy distortion: 
‘inverted duty structures need to be removed and the flow of t:. | 
needs to be strengthened (see Kumar and Joseph 2007 {01 » 
. 0f policy support measures). In a situation of the slowd: 
omy at present, a major expansion of exports | 
= g! g given an environment of excess Capacities through» 
: P. raf region, the growing threat of protectionism, and | 
z ideas critical to look at ; we rte for, strategic imp 
“ee iieperved coatings . ull imports of fuels and ' 
; RMN be paid to very large 
ac , and defe 
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“are 2007) The ene foonomies (Kumar 2018, 2020; Kumar 
PB: 4 * Mie strategic import substitution will also lead to 
balance structural ge by creating more manufacturing jobs 
uction (Kumar 2018). Through production- 


= ‘ah 5 er Atamnirbhar Bharatpackage and Make- 
» the Indian Government is finally moving towards reducing 
through enhanced local production in 14 sectors of 


g. The sectors include fast-growing sectors like electronics 
: ors, white goods, active pharmaceutical ingredients (API), 
‘a ts, food processing among others. The implementation 
PLI scheme should be able to draw in quality FDI inflows that would 

expand India’s manufacturing footprints, hopefully along with 
ological upgrading and export competitiveness (Kumar 2022a)! 


‘ References 
» and Ricardo Mayer (2000) “Foreign Investment in Countries: Does it 
in Domestic Investment?” UNCTAD Discussion Paper, No.146, Geneva: UNCTAD. 
iph, Isiah Prank and Xiaofang Shen (1996). “Suppliers to Multinationals: Linkage 
to Strengthen Local Capability in Developing Countries”. Washington 


is, . “Multinational Enterprises, Regional Economic Integration, and 
i Di ieee in the Host Countries: An Empirical Analysis for the US and 
snese Corporations”, Weltwirtschaftliches Archiv, 134(3): 450-83. 
es i ande. Patterns and Determinants of Overseas R&D Activity of Multinational 
trill Evidence from US and Japanese MNEs, Development Engineering, 5:21-36. 
sage ining the Geography and Depth of International Production: The Case 
Tag i Multinational Enterprises”, WeltwirtschaftlichesArchiv, 136(3): 442- 
. of Location of Overseas R&D Activity of Multinational 
ie Case of US and Japanese Corporations”, Research Policy, Vol. 30, pp. 


» and the Quality of Foreign Direct Investment, Delhi: Oxford 


i Tools of Development Policy: Lessons from 
amen tae thas Cuvliriad, in Kevin Gallagher ed. Putting 
, he Importance of Policy Space in the WTO and International 
ie indon: Zed Press: 179-94. 
son, Foreign Direct Investment Flows and Development: Indian 
ae” Economic and Political Weekly, 40(14, 2 April 2005): 1459-69. 
"+. 44:00 of Indian Enterprises: Patterns, Strategies, Ownership 
nse A ian Economic Policy Review 3(2), 242-261. 


Es SE end 


TCTs ake eR iter ri OMY SINCH fe ere wee 2 


——_—-, (2018). “Reversing the Pre-Mature De-Industrialisation for | I 
‘“Make-in-India’ from Experiences of Industrialised and East Countries,” in bays 
Ghosh Dastidar, Rajeev Malhotra, and Vivek Suneja eee on” 
co ar Glubal Discontent: Essays in Honour of Deepak Nayyar, Routledge. i, pp 


tion and « Lessons for India anc 


Pe afin dof Prosperity: 
(2020). “East Asia's Paths to Industrialisa Weekly, Vol. 55, No. 50, Decern'-r 


Other Latecomers in South Asia,” Economic & Political 
19, pp. 24-31. 
. (2022a). Indian Economy@75: Achievements, Gaps and Aspirations 
the Indian Centenary, The Indian Economic Journal, 2022:1-21 pttps 
org/10.1177/00194662221 105552 ; 
_. (2022b). Unlocking India’s Potential'in Industrial Revolution 4.0; Demography. 5». 
and Development, ISID Working Paper (forthcoming). 


Productivity and Inclusive 
Kumar, N and N.S. Siddharthan (1994). “Technology, Firm Size and Export Behav: 
Countries: The Case of Indian Enterprises”, Journal of Development Stud 


Kumar, Nagesh and Aradhna Agarwal (2005). “Liberalization, Outward Orientation ar” 
R&D Activity of Multinational and Local Firms: A Quantitative Exploratior ’ 


|, Research Policy, 34:4; 441-460. 


Empirical 
and Foreign Investment in Economic Development, Palgrave 4° © 


ry and K.J. Joseph (eds) (2007), International Competitiveness and Know 

ed Industries, New Delhi: Oxford University Press and R15. 

stitut for Incernational Economics, ~ oe 

athan D., Atish R. Ghosh, Karl Habermeier, Marcos Chamon, Mahvash 9 
i OS a otioeg 1c lalmmmammaal 

ee of Statistics on Indian Economy 2021, Murnbai: Reserve ban 


I A apnea eee o oaesmMelil/l‘ Wasiun 
). Use and Effectiveness of Performance Requirements: Select Case $1! 


ed 
>. id Investment 


ok: UN-ESCAr 


Development , 
: and Londor 


India and the WTO 


World Trade Organization 


The World Trade Organization (WTO) is an international 
organisation that oversees the operation of the rules-based multilateral 
trading system. The WTO is based on a series of trade agreements 
negotiated during the Uruguay Round (1986-1994), the eighth and 
final trade round conducted under the General Agreement on Tariffs 
and Trade (GATT). The Treaty of Marrakesh established the WTO at 
the close of the Uruguay Round in 1994. The WTO began operations 
on 1 January 1995; comprising 148 members. At present there are 
164 members representing 98 per cent of world trade. 25 countries are 
seeking to join the WTO. The WTO is one of the big three international 
organisations that oversee economic relations among nations, joining 
the International Monetary Fund (IMF) and the World Bank. The WTO’s 
headqurters is located in Geneva, Switzerland, 

The WTO's main function is to monitor and enforce trade rules in 
the global economy. Its main function is to ensure that trade flows as 
smoothly, predicatably and freely as possible. The WTO administers the 
complex trade agreements listed in the WTO agreement. Article 1 of the 
WTO agreement, the GATT, deals with rules of merchandise trade. The 
GATT in Article 1 is often called GATT 1994 to distinguish it from the 
original GATT agreement of 1947. Article 2, the General Agreement on 
Trade in Services (GATS), pertains to the trade of commercial services, 
Article 4, the Agreement on Trade-related Aspect of Intellectual Property 
Rights (TRIPS), provides uniform legal protections for scientific, 
technological and artistic achievements. In addition, the WTO is a 
forum for trade negotiations, a dispute settlement mechanism, a source 
of technical expertise on trade and development for the world’s poorer 

ee a sister organisation to the World Bank and IME. Unlike 
the WTC ) does not make loans to countries. 
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that a trade concession granted to one WTO member automatically 
applies to all members. National treatment guarantees equal treatment of 


tariffs or non-tariff trade barriers. : 
The fourth principle is fair competition. Fair competition attempts 
to level the playing field in international trade and minimise the marke: 
distortions caused by export subsidy, dumping and other disruptive 
trade practices. 
_ the fifth principle is economic development through trade. Economic 
devi t for the world’s poorer countries should be enhanced by 
_ trade assistance and increased market access through preferential trade 


pe Fee 


a : The WTO's dispute settlement process is the enforcement arm of the 
(Organ: The WTO's apparatus for dispute settlement is stronge: 
defin 


The 


¢ months to the dispute 


appellate Process could add 
et 1e1 t process. A mem! 
Hes is required to correct | 
ered to initiate retaliat«' 
Nee with a WTO ruling 
ed a significa’ 
tries’ participat’ 


ade has risen considerably faster than world trade. 
2011 show that their share of trade rose to 47 per cent 
side and 42 per cent on the import side, the highest levels 
since 1948. This growing share of trade is led by emerging 
as India, China, Brazil, Malaysia or Mexico, all of which 
drivers of economic growth and are now asserting their 
governance. These countries have made the most of their 
ing opportunities and their vibrant economies make them 
singly attractive markets for trade and investment. They are also 
relatively resilient to external shocks. 
rging economies’ dynamism and the level of competitiveness 
ye achieved require the definition of a new equilibrium in 
ior. 1 trade relations. According to Lamy (2013), as the gap 
developed and emerging economies narrows, it requires a new 
re O ‘rights and obligations, of contributions between countries 
erent levels of development. Developed countries are growing 
eluctant to make concessions to emerging economies that are in 
Lo mpetition with them. On the other hand, developing countries 
| uc ant to accept much higher levels of commitments while they 
ice development challenges. This dichotomy is proving a hard 
nge for the trading system and is stalling progress in multilateral 
ons, much as it is stalling progress in climate change or on the 
voice within the IMF. 
other challenge for the multilateral trading system in the 21" 
yy is the rise of PTAs (preferential trade arrangements). The stalling 
sha Development Round and the uncertainty it brings about 
s to seek trade openings bilaterally or regionally. As of 
» 2 over 500 RTAs (regional trade agreements) had been 
to the WTO, of which more than 300 are currently in force. The 
101 . of PTAs demonstrates an appetite for trade opening and 
sin: for the multilateral trading system as they can be the 
s of furthe ing at the multilateral level. However, as their 
reases, the risk also grows that members of different trade 
j implement increasingly divergent regulatory systems. 
somy becomes more integrated, regulatory divergence 
‘les for businesses that seek more coherent and 
car only be achieved multilaterally (Ibid.). 
changes in trade dynamics, new emerging 
 issues’—are changing the perception 
trade is decoupling from the mere 
j services, its linkages to other 
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issues that the WTO is being called to look upon include 
between trade and climate change, exchange rate policies, 
energy policies, competition and investment (Ibid.). 
Although some of these issues are not entirely new, their implications 
for the multilateral trading system are taking new forms as more 
challenging and complex links emerge. In this context, some observers 
are wondering whether the WTO should not step up its engagement in 
the debate about the future structure of global governance: Indeed, the 
has achieved considerable progress since its establishment 
The interest shown by acceding countries in joining the ee eation 
speaks volumes about the value of its rules and agreemen's: With Russia 
becoming a WTO member, about 97 per cent of world trade will be under 
the aegis of the WTO, making it even more attractive to the present and 


prospective members. Even as the mere repository of trade rules, the 
yernance, but its relevance 


WTO will continue to play a role in global go 
diminished if it fails to keep up with this changing trade 


the relationship 
food security, 


\ st Jusion of the Doha Development Round would 

ly be the best overhaul for the multilateral trading system. The 
stained in the negotiating agenda, including disciplines for 
istorting agriculture subsidies, elimination of export subsidies, 
ion of industrial tariff peaks, efficient customs procedures, further 
g in services and deeper integration of least-developed countries 
rrading system, are as relevant today as they were 10 years ago 
; to be resolved. However, currently the Doha Round i: 
Di At the Eighth WTO Ministerial Conference in December 

4 members recognised the need to strengthen the WTO and 
innovative ways of solving the negotiating impasse withou' 
y from the original Doha mandate. Amongst the sugg°*'"” 


should continue to press for bui a 
least developed eaten building trade capac'') 

ne er ey cour 

, ro eee for t ’ For many count! 

| rs can only be transfor™' 


| option. For the WTO 
oe te ‘keep advancing. Th 


1 that is relev2" 


ar ca : *nsive; a system that is responsive to the needs 

| system i. the expectations of the world citizens that it 

th through contributes to development, poverty alleviation 

-. enhanced economic opportunities; a system for 

ora that is able to lead the world out of the stalemate that 

ea 5 ee trust and confidence in international cooperation. 
ae 1" century, the WTO needs to be able to make a difference 
a9 world €conomy for the benefit of all, especially for the poorest 

ngs us. “The difference between rich and poor is not wealth, but 
poy, Says Nobel Laureate Prof Muhammad Yunus. By equipping 

VTO with a 21* century software, the organisation will continue to 

tng to global prosperity by ensuring that the new opportunities 

tec by a changing global context are available to all. 

i the WTO 

dia was one of the 23 founding contracting parties to the GATT 

yas concluded in October 1947. India has often led groups of less 

develop d countries in subsequent rounds of MTNs (multilateral trade 
gotiations) under the auspices of the GATT. 

De spite being a founder member of GATT, India was never very 
e . various negotiating rounds until late 1980s. Since the Indian 
omy followed the import-substitution led growth strategy during 

s and 1970s, gaining from the import liberalisation at principal 

+ markets (the BU and US) was never a prime objective. In addition, 

t proportion of India's trade was directed to the Soviet 

, and the presence of this assured market weakened the 

‘search for newer outlets. On the other hand, opening the 

rket to foreign competition through progressive tariff cuts 

eeived harmful for the local industries. Instead, the country was 
ling to discuss trade- and development-related issues at United 
“ine on Trade and Development (UNCTAD) forums in 
other developing countries like Brazil (primarily 

77 network). Despite adoption of a proactive approach 

‘etill feels comfortable to discuss trade-related issues at 

for tion building among developing counries on 
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position with other countries at various a jate forums of WTO and 
other international bodies. Broadly speaking, a clearly distinguishable 
and proactive stand emerged before the Doha ministerial, and India 
became particularly concerned with: (a) non-realisation of anticipated 
benefits (e.g., Agreement on Textiles and Clothing and Agreement on 
Agriculture), (b) inequities and imbalances in WTO (TRIPSs, subsidies, 
anti-dumping, etc.) and (c) non-binding nature of special and differential 


provisions (market access, DSB, etc.). In short, India strongly objected 
ue in the negotiating agenda before 


to the inclusion of any new iss 
realisation of Uruguay Round (UR) promises, the non-implementation of 


which was costly to developing countries. 
Buoyed by the success achieved at Doha, India tried to utilise the two- 


year period before Cancun in a much productive manner and coalition- 


formation experience with other developing countries was fruitful not 


that affected merchandise and services trade, 
ts like dispute settlement. The 


the WTO was accompanied 
asingly WTO compatible regime at home 


access in principal export 
ted over liberalisation of agricultural trade and trade in services. 


In addition, the intensity of proactive approach was further 
noticed in the sharp increase in the number of joint submissions * 
WTO, ranging from agriculture to services. Interestingly, the ! ndian 
submissions to WTO, both joint and individual, stressed both expo'' 
promotion (enhancement of market access) and domestic protection 
(e.g., provision of special products, special safeguard mechanism i0 
r cu ) much vigorously. On the other hand, domestic reforms hav" 

iregularly undertaken i order to enhance compliance with WTO 


D d of trade negotiations at the WTO has been und 
2001. The negotiations cover several areas such as agricultu' 
as for non-agricultural products, trade-related intelle:' 
i 4 : pies” va coer 'and subsidies) and t'"' 
‘ are parts of a and ent y into force of the out”! 
ss yechegil 5 ing, that is “nothin: 
agreed.” 
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The Doha Round of trade negotiations in the WTO effectively m 
very little progress after 2008. Throughout 2009 and 2010, discussio 
continued but no headway was made on any substantive issue in t 
negotiations (A summary of India’s stand on key negotiating issu 
is given in Box 37.1). However, the subject featured on the agen 
of almost every major international meeting and there were stro 


| Box 37.1 
India's Stand on Key Negotiating Issues; A Summary 


Agriculture 


+ Substantial and effective reductions in OTDS (overall trade-distortin 
domestic support) of the US and BU. 
+ Self-designation of an appropriate number of SPs (special products) 


+ An operational and effective SSM (special safeguard mechanism) 
+ Simplification and capping of developed country tariffs. 


Non-Agricultural Market Access 


+ Adequate and appropriate flexibilities for protecting economical 

: vulnerable industries. 

me ole Participation in sectoral initiatives only on a non-mandatory and good faith 
sage 3 basis without prejudgment of the final outcome, with substantial speci 

__ and differential treatment provisions for developing countries. 

+ Serious consideration of non-tariff barrier textual proposals with 

__ Support such as the horizontal mechanism. 


wid 


ie am peed for qualitative improvement in the revised offers especially on mode 
4 ue ee supply) and 4 (movement of natural persons). 
_ Apprc te disciplining of domestic regulations by developed countries. 


‘netic of disciplines on anti- 
te m ic ; of the lesser duty rule) 


dumping (deletion of zeroing clause an 


* - special o differential treatment for developing countries o 
oo Aspects of Intellectual Property Rights 


‘th te a clear linkage between the TRIPS Agreement and ¢t 
Hon on Biodiversity (CBD) by incorporating specific 
r patent applications. 


ection for Gls (geographical indications) other than win 
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. an overview of the 
1egotiations in each area covered in the Doha Development 

. While they indicated significant progress in many areas, they 
ctob ~November 2011, concerted efforts were made by 
the developed country members of the WTO to use the G20 
Summit in November 2011 to advance an agenda for the 
NTO Ministerial Conference scheduled to be held in Geneva 
mber 2011. Specifically, they wanted to set the stage for 
ral agreements on selected issues in the WTO negotiations 
n multilateral agreements); to gett WTO members to agree to 
nent abjuring the use of export restrictions; and to introduce 
es for negotiation, namely climate change, energy security 
security. The weeks preceding the Eighth WTO Ministerial 
} saw hectic activity in the WTO as some members attempted 
ious issues on the agenda for ministerial decision. These 
‘however, did not receive support amongst WTO members. 
‘Big th Ministerial Conference held from 15 to 17 December, 
ers adopted a number of decisions on IP (intellectual property), 
nic commerce, small economies, LDCs (least developed countries) 
n, a services waiver for LDCs and trade policy reviews. A number 
bers expressed strong reservations about plurilateral approaches. 
nembers stressed that any different approaches in the work ahead 
sonform to the Doha mandate, respect the single undertaking, 
multilateral, transparent, and inclusive. In looking at future 
» number of ministers stressed the centrality of development. 
srlined the need to give priority to issues of interest to LDCs, 
ton. Many mentioned the importance of all three pillars 

r tions. Many also mentioned trade facilitation, 
sd differential) treatment, S&D monitoring mechanism 
f measures. In an unprecedented display of unity, a 
ve than a hundred developing countries, including India, 
South Africa, met on the sidelines of the Conference 
on emphasising the development agenda. They 
gestions for plurilateral agreements to replace 


ae 


and provide better understanding 
of its members, the WTO has a 
‘trade policies. Depending upon its 


share in world trade, each member's trade policy is reviewed by the 
at fixed periodic intervals. India’s TPR (trade policy review) is carrie 
every four years. The TPR offers an opportunity to other WTO m 
to ask questions and raise concerns on different aspects of policie 
practices of the country under review. The Fifth TPR of India was 
on 14 and 16 September 2011 in the WTO. Before the meeting 
WTO Secretariat circulated a compilation of India's written repli 
886 advance questions raised by 26 WTO members. During the r 
most of the members commended the resilience of the Indian ec 
that smoothly withstood the adverse effects of global financial 
without taking recourse to protectionist measures. Members appre 
India for using its trade policy to promote sustainable develop 
and inclusive growth. Members also noted India’s positive engage 
in Doha Round negotiations. Some of the members, notably th 
raised concerns in certain areas, namely tariffs and duties, lice 
and restrictions, trade defence measures (anti-dumping), (sa 
and phytosanitary measures) SPS & TBT (technical barriers to t 
government procurement, incentive schemes to promote invest 
and exports and protect agriculture, tariff protection on agricu 
services and investments. Responses to the issues raised were pro 
im India’s Closing Statement on 16 September 2011. 
| de ‘The Ninth Ministerial Conference of the WTO held in Bali, Indo 
from 3 to 7 December 2013 strengthened the credibility of the W 
| institution. The outcome ensured that the development dime 
m ns the central focus in the Doha Round. It reaffirmed | 
d rship role amongst the developing countries and demonstrat 
| Sonstructive approach in negotiations. India played a key role in ar 
a at breakthrough and shaping the agreement. India ensured an ou 
: 1 secures its supreme national interests. It was made ampl 
2 being fully prepared to engage, India will never compr 
famental issues pertaining to food security, livelihood se 
the welfare of its poor (Box 37.2). 
fhe Tenth Ministerial Conference of the WTO was held in N 
during 15-19 December 2015. This was the first such mee 
a by an African nation. The outcomes of the Conference, r 
a bi Package’ include Ministerial Decisions on agric 
id issues related to LDCs (least developed countries), 
“stockholding for food security purposes, a SS 
untries, a commitment to abolish export subsidies f 
from the developed countries and measures 
ny were also made regarding preferential treat 
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Box 37.2 
India and the WTO Conference at Bali: Major Issues 


Trade Facilitation 


aimee rtant development in Bali was the countries entering into Trade 
Facilitation (TF) agreement. India’s persistent efforts, along with those of 
other like-minded countries, eventually resulted in either elimination of 
unwarranted parts of the negotiating text or suitable modifications therein to 
resolve implementation difficulties. The Bali Ministerial decision has established 
a preparatory committee to perform such functions as may be necessary to 
ensure the expeditious entry into force of the TF agreement. India has initiated 
inter-ministerial consultations for drafting India’s notifications on category of 
commitments required under the agreement. 

Ministerial Decision Relating to Public Stockholding for 

Food Security Purposes 

The G-33 (a group of 46 developing countries in the WTO including India) 
decided to bring the issue of procurement of foodgrains from subsistence 
farmers for public stockholding for food security inte the agenda for the Bali 
Ministerial Conference. India’s consistent position in the WTO pertaining to 
livelihood, food security, and rural development is of vital importance. Special 
and differential treatment is a must for developing countries as provided 
under the provisions of the WTO. It is also in complete conformity with the 
commitment of member states in other multilateral fora like the United 
Nations (UN) and the Food and Agriculture Organization ( FAO) where the fight 


against poverty and hunger is accorded highest priority. India emphasised that 
t be a temporary solution nor can it be terminated 


an interim solution canno 
until a negotiated permanent solution is in place, It was made clear that without 
iecaaiiefeqtory decision on food security, Ladia-sammyiened the Beli Package as 
lacking in horizontal balance and would, therefore, mot be able to support it 
“The outcome on the food security proposal provides an opportunity to begin 
Beicting poone of the imbalances bn tee Renal males hich ave part of the 


¢ in their trade initiatives 


j the LDC 
The scheme was announced to give support to the * Nadia’s tacad coclll al 


gran 85 per cent 0 
and ted duty-free access on about oan. 
and preferential access (positive list) on about 9 per cent of tariff lines y 


ion li lly meet 
6 per cent tariff lines were under the exclusion list. Moreover, to fully 


‘nisterial Mandate of 2005 as well as 
tions under the Hong Kong Ministeria - 
Smal iepietts from some of the LDCs for additional product coverage 


under the duty-free list and simplification of the rules of origin perme bes. 
government has, of late, come out with an expanded yg o A eee 
Effective from 1 April 2014, the DFTP Scheme will provide et aa ras 
access on 96.4 per cent of India’s tariff lines and 2 per cent " : e prcodtys 
be enjoying preferential duties. Only 1.6 per cent of the tariff line prin 
retained in the exclusion list, with no duty concessions. The ast dis 
Scheme will also bring in several procedural simplifications wit 7 =“ 
the Rules of Origin. At present, 31 out of 48 LDCs have pueeme beneficiari 

the scheme. Out of this, 21 LDCs beneficiaries are from Africa. 
urvey 2013-14. 


Source: Economic S 


i LDCs in the area of services and the criteria for determining whet 
exports from LDCs may benefit from trade preferences. 
Pie _ The divergence in viewpoints as regards the fate of the Doha Rou 
continued during the Conference. The Nairobi Ministerial Declarati 
reflects divergence amongst the WTO membership on the relevance 
the Doha Development Agenda (DDA) as the basis of fut 
, gotiations. This was despite the fact that India, along with many ot 
levelc sing countries, from groups such as the G-33, LDCs, and 
a Group, wanted a reaffirmation of the mandate of the Doha Rou 
4 pointed this out in a written submission to the Director Gene 
md the Chair of the Tenth Ministerial Conference, the Ken 
‘minister as well as in a statement at the closing cerem 
December 2015. While reflecting that there are divergen 
‘ Declaration also notes the “strong commitment of 
} advance negotiations on the remaining Doha issues.’ 
t WTO work would maintain development at its centre 
that provisions for special and differential treatment s 
a (Economic Survey 2015-16). 
the introduction of other new issues for discussion, 
nowledges the differences in views and states that 
negotiations multilaterally on such issues would n 
Members. As the future of the Doha Round appe 
pught and succeeded in obtaining a reaffirma 


Sion on public stockholding for food security purposes — 
1 the Bali Ministerial and General Council Decisions. 
commits members to engage constructively in finding a 
lution to this issue. Similarly, a large group of developing 
s long been seeking a SSM for agricultural products. In order 
that this issue remains on the agenda of future discussion 
O, India negotiated a ministerial decision which recognises 
oping countries will have the right to have recourse to an 
‘isaged in the mandate. Members will continue to negotiate 
nism in dedicated sessions of the Committee on Agriculture 
sial session. The WTO General Council has been mandated to 
ly review progress of these negotiations. 
O Members also agreed to the elimination of agricultural 
ibsidies subject to the preservation of special and differential 
t for developing countries such as a longer phase-out period 
portation and marketing export subsidies for exporting 


b idies immediately, except for a few agricultural products, and 

countries will do so by 2018. Developing countries will keep 
bility to cover marketing and transport subsidies for agriculture 
s until the end of 2023, and the LDCs and net food-importing 
ping countries would have additional time to cut such export 
les. The ministerial decision contains disciplines to ensure that 
port policies are not used as a disguised form of subsidies. These 
; include terms to limit the benefits of financing support to 
cure exporters, rules on state enterprises engaging in agriculture 
disciplines to ensure that food aid does not negatively affect 
wroduction. Developing countries, such as India, will have a 
lementation period. One of the decisions adopted extends 
vant provision to prevent ‘evergreening’ of patents in the 
icals sector. This decision would help in maintaining an 
accessible supply of generic medicines. India supported 
ssues of interest to LDCs including enhanced preferential 
1 for LDCs and preferential treatment for LDC services 

already offers duty-free, quota-free access scheme to all 
»s a comprehensive coverage with simple, transparent 
f origin. India has also recently made available 


ly meaningful preferences in services to LDCs. 
tion in Nairobi dealt with the rules 


Oe. ae 
cass 


bi were opposed to disciplining rules 
» to the lack of clarity. The overwhelming 
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opposition to this item on the agenda was in tune with India’s position. 
There was no outcome in this area of the negotiations. On the issue of 
rules on anti-dumping, India strongly opposed a proposal that would 
give greater power to the WTO's Anti-Dumping Committee to review 
members’ practices. There was no convergenice in this area and, hence, 
no outcome was achieved. At the Ministerial Conference, a group of 53 
WTO members, including both developed and developing countries, 
agreed on the timetable for implementing a deal to eliminate tariffs on 
201 information technology products. Duty-free market access to the 
markets of the members eliminating tariffs on these products will be 
available to all WTO members. Though not a party to the agreement, 
India can also avail of such duty-free market access. 

As reported in the Economic Survey 2017-18 (p. 92, vol. II), the 
Eleventh Ministerial Conference (MC11) of World Trade Organisation 
(WTO) ended without a Ministerial Declaration or any substantive 
outcome, though the unanimous view was that it was extremely well- 
pee 4 conducted with complete openness and transparency and the process 
be afforded everyone ample opportunity to express their views. 

: In the run-up to MC11, decisions were expected on a permanen| 
solution on food security and other agriculture issues. Unfortunately, the 
_ stror of one of the member against agricultural reforms based 1 

and rules, led to a deadlock without any outcom 


"the existing mandates and decisions ensure that work will go forward 3 
~ members will continue to work on issues such as the permanent solution 
on public stockholding for food security purposes, agricultural Spec\ 
ee x rd Mechanism and agricultural domestic support. 
ther during the Ministerial Conference (MC11), India s1— 
| its stand on the fundamental principles of the WTO, includin 
ae rule-based consensual decisionmaking, an independ 
ae dispute resolution and appellate process, the centrality 
which underlies the Doha Development Agenda (1)! 

al and differential treatment for all developing coun’: 
¢ Survey 2017-18, Vol. II). 
has also been working collectively with other developing coi 
— etn the General Council mt of the ¥. 
| Bete: Tae to be taken into considera'' 

7 : cular, India has empha»: 


| of poor, small and 
n priority in the negotiations. 
ed a WTO Ministerial Meeting of Trade Ministers on 


ies in various areas and envisages 

y the Dispute Settlement system of the WTO. 

di: : has also been working collectively with other developing 

itric and has submitted a paper in the General Council meeting of 

WTO spelling out the priorities that are required to be taken into 
ideration while undertaking reforms in the WTO. The submission 

for preservation of core principles of the Multilateral Trading 


mm, safeguarding special and differential treatment provisions, 
addressing unilateral actions 


ution of the Appellate Body crisis, 
i» mandated areas, among others. In 


co tinuation of negotiations in 
“ee | that special and differential treatment 


+ India has emp 
better integration of the developing countries 
visions are at the core of the WTO 


a submission on transparency and notification 
at O has also been made by India along with 
TO members including Cuba, African group. The submission 
s tha’ ncy should be a common thread running in all 
rations of the WTO. Developing countries including the least 
4 countries, who are already resource/capacity constrained 

(MC12) scheduled 


2020 in Nur-Sultan, Kazakhstan was postponed 
at MC12 have 


D- < ‘outbreak. Discussions for an outcome 
+ various informal Ministerial meetings and regular 
bers in 


ad n by the n in different areas of negotiation, India is 
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Towards a Sustainable Development 
Goal-oriented Trade Negotiation 


The key issue for reform that has been highlighted by vario 
members is the continued use of ‘consensus’ in the WTO. 
The Marrakesh Agreement establishing the WTO is clear that the “WTO 
shall continue the practice of decision-making by consensus followed 
under GATT 1947”. Consensus may be painstakingly difficult to achieve, 
but as the Peter Sutherland Commission on the Future of the WTO 
put it: “voting structure in the WTO can be manifestly unfair”. Given 
this, a serious attempt needs to be made to achieve consensus for the 
launch of another round of trade negotiations. Since the Doha Round 
has effectively been torpedoed by some developed countries, the launch 
of a new ‘SDG round of trade negotiations’ would achieve multiple 
objectives for the WTO. First, it is hard to disagree with the Sustainable 
Development Goals (SDGs), agreed to by all countries. Second, it 
will provide the much-needed endorsement for free trade and will be 
successful in co-opting the developing countries and least-developed 
countries, who appear disillusioned with the abandonment of the Doha 
Development Agenda. Third, with anti-globalisation forces on the rise, it 
; t to demonstrate a direct link between trade and development 
at will help WTO members in achieving the SDGs that are so vital for 
bal peace and prosperity. 
ider agriculture, arguably the most difficult negotiating subject 
t the WTO. If it is included as part of the proposed ‘SDG Round,’ 
then SDG 2 provides sufficient guidance for these negotiations—end 
ger, achieve food security and promote sustainable agriculture. Any 
ated outcome in agriculture must contribute to these objectives, 
§ and BU have long subsidised their agriculture. What developing 
tries and least-developed countries are asking for is the right to 
nselves and secure some market access for their exports. The 


7 y of the WTO depends on these demands being met. 


a h s stayed out of the plurilateral initiatives on investment 
ition, e-commerce and services (Trade in Services Agreement). 
egotiation between a handful of countries and India is perhaps 
staying out. However, the other two negotiations relating to 
cilitation and e-commerce deserve reconsideration by India. 
WTO members have joined the investment plurilateral 
there is no plausible reason for India to stay out. On the 
pmmerce is a difficult area for India, particularly because 
of data and data localisation. But India must join the 
influence it from within. This is even more important 
: decision to walk out of the Regional Comprehensive 


_ that this happens for all countries at different oe pad 
development. A new ‘SDG Round’ of trade negotiations that promises to 
do this has the potential to not only attract the full consensus of all wTO 


members but could also help resuscitate a moribund WTO 
__Mohan Kumar, 2020 


India is currently leading the developing country 
Furthermore, expansion of the negotiating agenda (e-g-, 
services) in recent years depicts an evolving learning curve, 


less important. 
In a recent article, Biswajit Dhar and Gopakumar (2022) remarked: 


That in the latest WTO, 12th Ministerial Conference (June, 2022), 
questions were raised about the ability of its members to arrive at 
decisions. Therefore when this time MC12 arrived at a set of outcomes, 

it was a cause for celebration. A key issue for India was protecting the 
interests of the country’s small fisherfolk in the agreement on “fisheries 
subsidies”, seeking to limit the use of harmful forms of fish stocks. 
Negotiations on “fisheries subsidies” commenced in 2001 and India has 
consistently maintained that it must have the right to subsidise small 
fisherfolk for an extended period, MC12 finally endorsed an agreement 

to check subsidies that promote illegal, unreported, and unregulated 
(UU) fishing and/or fishing an overfished stock. India has accepted a 
two-year transition period for removing these egregious subsidies. A 
feature of this agreement is that it does not have any explicit provisions 
gn special and differential treatment, other than the two-year window 


om a 


nt allows India to grant such subsidies as long as fishing 

ake in its Exclusive Economic Zone (EEZ). The mention of EEZ is 

nly a reiteration of the rights under the UN Convention on the Law of 

The decision taken in MC12 provides that further negotiations 

troduce “comprehensive disciplines” on such subsidies must be 

ad idimdithin four years. How India will protect the interests of small 

im Special & Differential Treatment in the agreement on “fisheries 
vbbsidiies” will be key- 

ld be ted as a permanent solution on public 

of food grains didn’t find a mention in the MC12 outcome 


Speen te eee ermentens Sor Redis monet occure its rights 


* we 
ea 


‘a 


coalitions at WTO. 
environmental 


which is no 


g the stipulation in 
cent 


issue is that 
od grains from publicly 
several WTO members 
hether the source of these exports is 


to continue its food subsidy programme, overcomin 
the Agreement on Agriculture that subsidies cannot exceed 10 per 


of the value of agricultural production, Another critical 
currently New Delhi is not allowed to export fo 
held stocks. As India’s exports of food grains rise, 
have sought clarification as to W 
publicly held stock. 

But MC12 did not provide a wind 
concerns. Finally, MC12 recognise 
export restrictions on food grains to “ensure 
This is no more than old wine in a new 
institution of the WTO, the General Agreemen 
allowed the imposition of such restrictions in 1 
ponder about the implications of the outcomes 0 
they'll play out over the next few years and shape govern 
negotiation stances will be important to watch. 


ow of opportunity to address India’s 
d that a WTO member can impose 
its domestic food security”. 
bottle as the predecessor 
t on Tariffs and Trade, 
948. There is plenty to 
£ MC12 on India. How 
ment policy and 


Note 


of Free Trade Agreements (FTAs) and Preferential Trade agreements (PTAs) 
+ si of on-going trade negotiations are placed at Annexure II. (Economic Survey 


f 
Ay 


already 
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awaharlal Nehru’s famous speech at the ‘stroke of the midnight hour’, 
then India became independent, spoke of ‘ending poverty and ignorance 
ase and inequality of opportunity’ and building a ‘prosperous, 
ratic and progressive’ nation. How has India performed? For the 
wree decades after independence, growth performance was poor (of 
better than under colonial rule). The poverty ratio did not fall, and 
imber of people in poverty rose substantially. In those days, India 
fen compared to a slow-moving snail or tortoise. It was thought of 
yuntry of the future that will always remain so’. However, things 
changed, since around 1980, and especially after the economic 
s in 1991, India has been among a dozen or so of the fastest 
r. of the world. The poverty ratio has fallen sharply but 
a 41] has around a quarter of its billion plus population surviving 

: om erty. To become a prosperous and high income contry in 
ex’ two decades. India will have to achieve economic growth that 
st and inclusive i.e., a growth rate of 8 per cent or above and 
iat is widely shared (Joshi 2018). 

Bier 


gu ted growth of over 9 per cent for three 
‘between 2005-06 and 2007-08 and recovering swiftly 
in crisis of 2008-09, the Indian economy has been 
s times that culminated in lower than 5 per 
r cost at constant prices for two consecutive 


t worl 
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The slowdown is broadly in syne with trends in other emergi 
economies, but relatively deeper. India’s growth declined from 
average of 8.3 per cent per annum during 2004-05 to 2011 12 to 
average of 4.6 per cent in 2012-13 and 2013-14, Average growth in 
emerging markets and developing economies including China decli 
from 6.8 per cent to 4.9 per cent in this period. 

Since 2011-12, India recorded its lowest quarterly GDP growt 
Q4 of 2012-13. After 13 quarters, the economy achieved its hig 
quarterly growth of 9.4 per cent in Q1 of 2016 17. Again after 
quarters, the economy has recorded a low growth of 4.5 per cent in 
of 2019-20. It appears that the length of the business cycle is abou 
quarters. A study on business cycle measurement in India (Pandey e 
2018) using growth data since 1996 shows similar results. Their st 
indicates that when GDP is accelerating the business cycle on avera 
12 quarters. However, in the deceleration phase, the business cycl 
average reduces to 9 quarters. A resurgence in growth was, accordi 
expected to begin in H2 of 2019-20 (Economic Survey 2019-20). 


As stated in the Economic Survey 2021-22 and 2022-23: 


‘The last two years have been difficult for the world economy on account 

of the COVID-19 pandemic. Repeated waves of infection, supply-chain 

iw x3 disruptions and, more recently, inflation have created particularly 
challenging times for policy-making. Paced with these challenges, the 
Government of India’s immediate response was a bouquet of safety 
nets to cushion the impact on vulnerable sections of society and the 
business sector. It next pushed through a significant increase in capita 
expenditure on infrastructure to build back medium-term demand a 
well as aggressively implemented supply-side measures to prepare th 
_ #eonomy for a sustained long-term expansion.’ The Indian econom 
_ however, appears to have moved on after its encounter with th 
- pandemic, staging a full recovery in PY22 ahead of many nations an 
‘pos itself to ascend to the pre pandemic growth path in FY2: 

Th current year 2023-24, India has also faced the challenge of reinin 
in inflation that the European strife accentuated Measures taken b 
® government and RBI, along with the easing of global commodi 
ces, have finally managed to bring retail inflation below the RBI upp 
on target in November 2022.’ Agencies worldwide continue 
O} st India as the fastest-growing major economy at 6,.5-7.0 per cent i 
i These optimistic growth forecasts stem in part from the resilien 
i economy seen in the rebound of private consumptic 


022). Economic Survey 2021.22, ch. 1 
3). Economic Survey 2022-23, ch. 1. 
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eamlessly replacing the export stimuli as the leading driver of growth. 
__ The uptick in private consumption has also given a boost to production 
_ activity resulting in an increase in capacity utilisation across sectors. 
- The rebound in consumption was engineered by the near-universal 
vaccination coverage overseen by the government that brought 
people back to the streets to spend on contact-based services, such as 
restaurants, hotels, shopping malls, and cinemas, among others. The 
world’s second-largest vaccination drive involving more than 2 billion 
doses also served to lift consumer sentiments that may prolong the 
rebound in consumption. Vaccinations have facilitated the return of 
migrant workers to cities to work in construction sites as the rebound 
in consumption spilled over into the housing market. India’s economic 
_ growth in FY23 has been principally led by private consumption and 
capital formation. It has helped generate employment as seen in the 
declining urban unemployment rate. 


Advance estimates suggest that the Indian economy is expected to 
witness real GDP expansion of 9.2 per cent in 2021-22 after contracting 
in 2020-21. This implies that overall economic activity has recovered 
_ past the pre-pandemic levels. Almost all indicators show that the 
economic impact of the “second wave” in Q1 was much smaller than that 
ae i experienced during the full lockdown phase in 2020-21 even though the 
health impact was more severe. 
Agriculture and allied sectors have been the least impacted by the 
pandem r ic and the sector is expected to grow by 3.9 per cent in 2021-22 
after growing 3.6 per cent in the previous year. Advance estimates suggest 
that the GVA of Industry (including mining and construction) will rise 
y 11.8 per cent in 2021-22 after contracting by 7 per cent in 2020-21. 
e Services sector has been the hardest hit by the pandemic, especially 
nents that involve human contact. This sector is estimated to grow by 
«cent during financial year in 2023 following last year’s 8.4 per cent 
action. 
Consumption is estimated to have grown by 7.0 per cent in 2021- 
a t contributions from government spending. Similarly, 
ith Capital Formation exceeded pre-pandemic levels on the 
Fixed " ia public expenditure on infrastructure. Exports of both 
Le ‘i A rvices have been exceptionally strong so far in 2021-22, but 
oe recovered strongly with recovery in domestic demand as 
2 a international commodity prices, 
. Se projected to decline in 2023 and is expected 
eaisdéad ts the following years as well. Global 
an ety the Russia-Ukraine conflict 
now continued for almost 
y chains disrupted earlier 
last eleven months, the 
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world economy has faced almost as many disruptions as caused by 
the pandemic in two years. The conflict caused the prices of critical 
commodities such as crude oil, natural gas, fertilisers, and wheat to 
r. This strengthened the inflationary pressures that the global 
economic recovery had triggered, backed by massive fiscal stimuli and 
ultra-accommodative monetary policies undertaken to limit the output 
contraction in 2020. Rising inflation and monetary tightening led to a 
slowdown in global output beginning in the second half of 2022. 


Table 38.1 


Global Economic Challenges Led to a Downward Revision in 
Growth Forecast Across Countries 


Growth Projections Change from WEO 
(%) Update (July 2022) (%) 
2022 2023 2022 «2023 
World 3.2 Sa S15 @, 0.2 
Advanced Economies 24 1.1 -0.1 -0.3 


_ United States 16 i -0.7 0 
ere 3.1 0.5 0.5 -0.7 
36 03 0.4 ~0.2 

L?7 1.6 0 -~0.1 

Market Economies 37 3.7 0.1 -0.2 

3.2 44 -0.1 ~0.2 

68 6.1 0.6 0 


for India is for its fiscal year (Apr-Mar), while for the other economies, it is from 


the bleak global growth outlook have been the slowdown 
activity in China caused by the government’s zero Covid 
YY. _ contracting real estate sector, and a tepid fiscal expansion. 

ver, ‘China has ended or relaxed most of its restrictive policies 
. 9 Covid. It is possible that economic activity picks up in China 


n expected. But it is too soon to tell. 


Growth Challenges in the Indian Economy 
if the pandemic on India was seen in a significant GD 
il. The following year, FY22, the Indian econom 
te the Omicron wave of January 2022. Thi 
economic activity in India as much as th 
nic did since its outbreak in January 2020 


d lockdowns, rapid vaccination coverage 


ae eae 
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/and quick recovery from the virus contributed to 
¢ loss of economic output in the January-March quarter 
asequently, output in FY22 went past its pre-pandemic level 
20, with the Indian economy staging a full recovery ahead of many 

. The experience with the Omicron variant engendered a cautious 
1 that it was possible to stay physically mobile and engage in 
\ctivities despite the pandemic. FY23 thus opened with a firm 
the pandemic was rapidly on the wane and that India was 
grow at a fast pace and quickly ascend to the pre-pandemic 


ath (Economic Survey 2022-23). 


Figure 38.1 
Economic Growth Remains Resilient 
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re Fi ani for Advanced Estimates. PE stands for Provisional Estimates, RE stands for Revised 


vr, the conflict in Europe necessitated a revision in 
Fe ic growth and inflation in FY23. The country’s 
had crept above the RBI's tolerance range in January 
; mn above the target range for ten months before 
y the upper end of the target range of 6 per cent in 


widening of the CAD, and 
ially been the outcome of 
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worldwide have been revising their growth forecast of the India 
economy downwards. These forecasts, including the advance estimate 
released by the NSO, broadly lie in the range of 6.5-7.0 per cent. Despit 
the downward revision, the growth estimate for FY23 is higher tha 
for almost all major economies and even slightly above the avera 
growth of the Indian economy in the decade leading up to the pandemi 
IME estimates India to be one of the top two fast-growing significa 
economies in 2022. Despite strong global headwinds and tight 
domestic monetary policy, if India is still expected to grow between 6. 
and 7.0 per cent, and that too without the advantage of a base effect, 
is a reflection of India’s underlying economic resilience; of its ability 
recoup, renew and re-energise the growth drivers of the economy. 


Figure 38.2 
India Growth Projections by Various Agencies for FY23 
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Note: ADB stands for Asian Development Bank, IMF is International Monetary Fund 

Source: Various Agencies. 

Economic Survey 2022-23. 

_ As Economic Survey 2022-23 states, India’s economic resilie 

an be seen in the domestic stimulus to growth seamlessly repla 

é external stimuli. The growth of exports may have moderate 
second half of FY23. However, their surge in FY22 and the 


__ half of FY23 induced a shift in the gears of the production proce 


” 


Me fan facturing and investment activities consequently gained trac 
By the time the growth of exports moderated, the rebound in dom 
sul p ) had sufficiently matured to take forward the grow 
a's economy. Private Consumption as a percentage of GDP sto 
‘cent in Q2 of FY23, the highest among the second quart 
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sar-universal coverage of vaccination in India overseen by the 
t was the single most important reason that brought people 
, streets to re-experience the “bazaar” as the marketplace was 
ulated with service providers returning to resume business. 
based service providers like restaurants, hotels, shopping 
mas, and tourist destinations, among others, soon ran up a 
ness and have significantly contributed to keeping up the 
ntiments, as captured in repeated surveys. If, on the one 
rsal vaccination coverage saved lives, on the other, it 
stimulant to raise consumer sentiments and thus the 


th of the economy. 


alt 


ngly, the agricultural sector was the least impacted by 
elated disruptions. It is estimated to grow 3.9 per cent 
of 3.6 per cent and 4.3 per cent respectively in the 
ble 38.2). This sector now accounts for 18.8 per 


| Office (NSO) has estimated India’s GDP 
in the first half (H1) (April- September) 
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of 2019-20, lower than 6.2 per cent recorded in the secon 
(October-March) of 2018-19. On the supply side, the 
in GDP growth has been contributed generally by all 
‘Agriculture and allied activities’ and ‘Public administration, 
other services’, whose growth in H1 of 2019-20 was higher t 


2018-19 (Table 38.2). 


Table 38.2 
Annual Growth of GVA at Constant (2011-12) Prices 


Sectors 2019-20 2020-21 2021-22 

(1* RE) (PE) (1* AE) 
Agriculture & Allied Sectors 4.3 3.6 3.9 
Industry -1.2 -7.0 11.8 
Mining & quarrying -2.5 -8.5 14.3 
Manufacturing -2.4 -7.2 125 
Electricity, gas, water supply & 2.1 19 8.5 

other utility services 

Construction 1.0 -8.6 10.7 
Services : 7.2 -8.4 8.2 
Sain, hotale, transport, Bee 6.4 -18.2 11.9 


communication and services 
related to broadcasting 


Financial, real estate & 73 -1.5 4.0 
professional services 


Public administration, defence 8.3 -4.6 10.7 
and Other Services 


GVA at basic price 4.1 -6.2 8.6 


Note: RE - Revised Estimates, PE - Provisional Estimates, AE - Advance Estimates 
Source: National Statistical Office; Economic Survey 2021-22 


As stated earlier (ch. 9), the Indian economy, since 2011-1 
under the influence of slowing cycle of growth. The fixed investmer 
has started declining sharply since 2011-12 and subsequently plat 
from 2016-17 onwards. Given the lagged impact of the investm 
rate on GDP growth (with the effect being most pronounced after f 
years), the deceleration in growth since 2017-18 is consistent with 
framework described here. 

The drop in fixed investment by households from 14.3 per cent to 
10.5 per cent explains most of the decline in overall fixed investment 
between 2009-14 to 2014-19. Fixed investment in the public sector 
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marginally decreased from 7.2 per cent of GDP to 7.1 per cent during the 
two periods. However, the Stagnation in private corporate investment 
at approximately 11.5 per cent of GDP between 2011-12 to 2017-18 has 
, critical role to play in explaining the slowing cycle of growth and, in 
particular, the recent deceleration of GDP and consumption. 

The banking sector in India has responded in equal measure to the 
demand for credit. The Year-on-Year growth in credit since the January- 
March quarter of 2022 has moved into double digits and is rising across 
most sectors. The credit growth to the MSME se ‘to s been remarkably 


high, over 30.5 per cent, on average, during Jan- 22, supported by 
the extended ECLGS of the central governms gressive supply 
of credit by the banking sector has as mu gered by their 
improved financial health as that of the cc 4 | 


india’s Inclusive Growth Tore 


Growth is inclusive 
sources confirm that 1 
financial year, The F erio 
urban unemple yment . 
from 9,8 per cent i | 
one year later (qua 
an improvemen 
confirming t 
slowdown € 
higher or 
“pent-w 
up” 


contim ; and, through the export 
ae ia for job creation. 
Cc ar - 


. in respect of “Works on individual’s 
wry. The share of this category rose 
indicating that MGNREGA, besides 
hs has also been creating assets for 

Die at sources of income and lift their 
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Figure 38.4 
Urban Unemployment Rate at four-year lo 
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Source: NSO, MoSPI 


As stated in Economic Survey 2022-23, for India, t 
so far has reinforced the country’s belief in its ecor 
The economy has withstood the challenge of miti 
imbalances caused by the Russian-Ukraine conflict with 
momentum in the process, India’s stock markets had 
in CY22, unfazed by withdrawals by foreign portfolio 
inflation rate did not creep too far above its tolerance 
to several advanced nations and regions. A relativel 
forecast among major economies, Projected retail inflati 
higher than the tolerance limit, and an estimated curren 
financeable with normal capital inflows and forex reserv 
to finance close to a year's imports are clear evidence. Ind 
largest economy in the world in PPP terms and the 
market exchange rates. As expected of a nation of this s' 
economy in FY23 has nearly “recouped” what was lost, “ 


had paused, and “re-energised” what had slowed during 
and since the conflict in Europe. | 


Reviving Investment 


A strong public investment programme can be a catal. ; ; 
investment. In a situation such as the present one, it can cro es 


Sorat 


mittees which can help to resolve the 
rob! the bank management coming under scrutiny of 
investigative agencies. Over the medium term Cc. garajan (2019) 


suggests, we should consider reviving the setting ate long-term 
financial institutions, partly funde i by.eo vast ‘ 

Inspite of private inve stm. nt k the government's 
chosen strategy to deal with t | it. It has instead 
focused on - investn $ 
ocu publie make up for the 


decline in private 
will incentivi Se) ‘u 
in the 
The i a é 


= 
An 


sti e buildout 


it is that the decline 
ine in investment. 
E GDP. By 2013- 
2014, it ont yen in Q2 of 2018-19 it 
“mai fallen cent in Q2 of 2017-18. 
a: of 4, which has been normal 
wvestment rate should have given 
21 t. But the actual growth rate turned 
\cremental capital output ratio could have 

. were not completed in time or because 
ments were not forthcoming. In some cases, 
to non-availability of critical inputs such as coal 
and aaawer This ¢ . to the fact that, in the short run, speedy 
alee Pir aure by itself can raise the growth rate. In the medium 
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term, we ‘ seraser need to ensure that the investment rate goes up and 


j ins high. Only then can the country get 
the productivity of capital remains 
.’ 7 yate path. 


eee apap has been discussed and debated among economists 
e subj 


‘ t from the adverse effects of 
it § believed that apar . a 
re te RE ee eoptiors, investment in India is in a crisis. In 
emonetisation 


cent of GDP, as compared to 30.9 per cent 
2016-17, Ai ee fourth quarter of 2016-17, GFCF was even 


of GDP in 2015-16. ‘a i GDP and in 2018-19 it is estimated at 28.9 per 
lower, at 28.5 mg pases as high as 35.8 per cent. It is true that for a time 
cent. In 2007-0 5» 2 
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growth can come out of better utilisation of existin 
sustained growth, the ratio has to go up, and that too 


India’s Increasing Importance to Global Growth 


India has made striking progress in its contribu 
growth of GDP in PPP (purchasing power parity) term 
the number of units of a country’s currency require¢ 
same amount of goods and services in the domest 
US dollar would purchase in the US, thus adjusti 
power differentials between currencies in relevant 
contribution to global growth in PPP terms increased 
of 8.3 per cent during the period 2001 to 2007 to 14.4 
During the 1990s, the US's contribution to the glob 
PPP terms was, on an average, around 16 percentage pi 
India’s. The picture changed dramatically in 2013 and 
contribution was higher than that of the US by 2.2 an 
points respectively. After the onset of the multiple . 
parts of the world, India’s contribution became much 
the global economy 

The World Economic Outlook (WEO) October 20 
India’s economy to become the fifth largest in the wo! 
using GDP at current US$ prices, moving past Unit 
France. The size of the economy is estimated at US$ 2.6 


(Table 38.3) 
Table 38.3 


Top 10 Economies in the World in Terms of GDP at Curren 


Sl.No Country ___ 2017 2018 2019 
l. United States 19.5 20.6 
2 China 12.1 13.4 
3 Japan 4.9 5.0 
4 Germany 3.7 4.0 
5 India 2.7 Ee | 
6 United Kingdom 26 28 
7 France 2.6 2.8 
8 Italy 2.0 21 
9. Brazil 21 19 

10. Korea 16 17 


Notes: E : IMF's estimate; *: For 2020 source World Data Info 2021. 
Data Source: World Economic Outlook, October 2019 database 
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The Search for Prosperity 


Though India’s €conomic advance attracted hyped-up predictions 
and exaggerated hope 


: 8, Joshi remarked that it is a fact that India is 
performing below its potential. 


h-plus people surviving in extreme poverty, 
and more than two-thirds of its people poor enough to have exceedingly 
u 20) 6). 
ndia would be to beco i@ a prosperous 


An ambitious goal for I 
country by, say, 2040. What does Prosperity mean‘ 
it could be defined as the level] of per capita ince njoyec by the lower 
rung of high-income countries today, with the ri natior 
should be widely shared and even the poorest 
standards of living. 7 


bit 
What are the prospects for achie 

high-quality per capita growth 
or three decades? According 1 
at the start of the 1990s, an 
running out of steay n, al 
Moreover, India’s f as 
was propelled by a 

benign global er 
In the dos 

as p oT a1: 


bani 


volye substantive matters in 
e Indian way of doing things, 


has to work out for itself to 


n the state and the market to suit its 
s. India has failed to do that. The Indian state has 
imated the prevalence and the cost of ‘government 
i arbitrarily or to correct supposed market 
‘ae that the market is failing, and so ends 


al: 


iilures, with drive. “That is wh 
2 ee - allocation and stifling business - do busi oo 

wae a ag. 8 of the worst places in the world to © busin 
India is regarded aa one es the government intervenes justifiably, but 
(Joshi, ae te example in its regulation of land, labour and 
in a ham-fisted way; 


intervenes for redistributive purposes 
: It quite properly in 
Capital markets. It qu! 
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Py 
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but does so ineptly and ineffectively through price controls, which 
impair economic efficiency by distorting relative prices, and through 
administrative delivery mechanisms, which are costly and corrupt. It fails — 
to harness private initiatives in public services such as healthcare and 
education because it ignores the distinction between paying for services 
and producing them. It does not understand the importance of putting © 
the incentive structure right for getting government functionaries to 
perform. It does not fully appreciate that private sector competition with 
the public sector is necessary to improve the quality of provision of public 
services (Joshi, 2016). 

At the same time, the Indian state does not deliver in the ar 
that fall squarely in its province, such as administering law and order, 
ensuring macroeconomic stability, delivering speedy justice, making 
that public services are provided, and creating an effective and adequate 
safety net for poor people. There is also plenty of evidence that th 
culture of public service has deteriorated. 

It follows from the above that both the state and the state-mar ce 
relationship need urgent reform, which is no easy task in the context o 


India’s political economy, with its democratic turb 


ulence and powe 
vested interests. 


Accelerating economic growth must be on top of the agenda of 
Modi government. It is only a fast growing economy that will gen 
the surpluses which are necessary to address many of our soci 
economic problems and to privide social safety nets (Rangarajan 2019 

Going by the World Bank's index of Ease of Doing Business, 
has made significant progress, with its rank improving from 130 
ong 190 economies in 202 
ould have helped India cr 
not “In retrospect, it is cl 
a general effort to cut bureaucr: 


ITT 


the system earned India a pat on the back 
not do much else” (Basu, 2019). 
Ease vs Cost of Doing Business in India 
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its competitors. On paper, labour costs appear to be lower in India, but 
not when ys it to labour productivity. Only 4 per cent of India’s 
labour force is classified as skilled. In addition, labour laws encourage irons 
to stay oman... . More than 70 per cent of manufacturing employment is in 
firms with size smaller than 10—which cannot compete globally. 

The conte of capital remain very high because the banking system is 
awfully inefficient. The spread between lending and deposit rates exceeds 
500 — points (bps)—amongst the highest in the world. India’s 
banking sector spreads are higher than major competitors— Bangladesh 
350-400 bps; Thailand, 320 bps; China, 300 bps; Vietnam, 250 bps; and 
Malaysia, 150-200 bps. The cost of infrastructure to business romaine 
high as India cross-subsidises consumers at the expense of producers. 
_. Rail fares also cross-subsidise passengers relative to freight and while 
road transport infrastructure has improved, petrol and prices in 
india are higher than all other emerging economies. iin Sik as ie 

The excessive focus on the EDBI, ‘ itu ™ 

the fundamental constraint ; ] 
of doing business. India m at 
stronger after the pande al 


* 


peak of 9 per cent 
lowest GDP growth 
g economic growth is 
es raise household incomes and 
‘health, education and other basic 
, people to participate in the growth process 
> gi tes public revenue that can be used 
{al and physical infrastructure as well as for other 
uctive purposes. However, enhancing overall economic growth is 
4 le ten of m8 ny different concerns that need attention in reversing 
the deprivations of the vast majority of Indians, and in reducing the 
O° phacieadtinn! inequalities that characterise India today. 
These challenges: according to Dreze and Sen, call for wide-ranging 
changes in public policy and a reorientation of the democratic dialogue 
in India. There is a Strong case for forceful public demand for much larger 
sllscateiee to basic public services (such as school education, ee 
nutritional supp°'t and environmental protection), and for much more 
comprehensive programmes of economic equity and accia) pret e 
wall the development of the physical and social infrastructure, he 
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is also a need for radical reform of the organisation of p 
make them more accountable and efficient. 

India with a large and young population has a gree 
advantage. The proportion of working-age population is li 
from approximately 58 per cent in 2001 to more than 
2021. While this provides opportunities, it also poses ch 
makers have to design and execute development strateg 
this large young population. 

The demographic advantage is unlikely to last indefi 
timely action to make people healthy, educated and adeq 
of paramount importance. 

India’s demographic cycle is about 10-30 years behind ti 
countries, indicating that the next few decades present 
for India to catch up to their per capita income levels. 
pattern will have important growth consequences. It see 
of the demographic dividend is approaching fast for India. 

According to a projection from the population divisio 
Nations Department of Economic and Social Affairs, India 
the world's largest country by population in 2023 next 
current year, India's population will converge on China’s 
a total of just over 1.4 billion people. What is of partic 
however, is that India’s population will continue to gro 
will now begin to shrink unless there is a structural ch 
rates in either country. By 2050, according to the same pro 
population will be around 1.7 billion and China’s around 1 

There was a time when a growing population was 
“demographic dividend”. That phrase is rarely heard tod 
workforce is hardly prepared for the job market, and unlik 
any “demographic dividend”. 

It is true that official numbers for unemployment, und 
Labour Force Survey for the period between July 2020 an 
shows that unemployment was lower than in the previous 
merely 4.2 per cent over the year. However, the headli ne 
not reflect the actual state. It conceals a large number of sel 
an even larger number of those choosing not to look for work, 
vast number of those switching back to disguised unemploymer 
agriculture. The worker population ratio is under 40 per cent. TI 
that would create a demographic dividend out of the young In 
workers of today and tomorrow are neither in agriculture 108 in 
employment. Unless they are given a solid grounding in 
attempts at vocational training may mot work, = 
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The World Economic Forum’s Global Gender Ga 
released (11 June) ranks Indi 


improvement over its 149th 
deterioration from the 105% 
when the gender gap report 
115 countries. 


p Report 2022, 
a 135 out of 146 countries, Although an 


Position out of 156 in 2021, it is a sharp 
rank out of 135 countries in 2012. In 2006, 
was first released, India ranked 98" 


The performance has been worse when it comes to employment 
status. Female labour force Ea Spr : 


cent besa 2012 and 2022, v ereas m € participation decreased 17.5 
per cent during th ‘io Sart 


India is a reson intry with low State capacity with regard 
to governa t to redistribute resources. So, a booming 
populat -a pl owever, a larger population also means 

er economic growth, and an improved 
2018, India is experiencing what the Asian 
€ nation’s working-age population (people 
64) has grown larger than the dependent population 
- or below and people above 65). This working-age bulge 
+ Jast till 2055, and India must make the best use of it. This transition 
happens due to a dip in the total fertility rate (TER). 
aad Having the largest population in the world with one of the world’s 
lowest employment ratios is a big challenge and India does not seem to 
be addressing it with the right level of urgency. Unless the human capital 
of Indians which is going to be the largest in the world soon, is enhanced, 
India will face problems that are not just economic—missing jobs and 
growth—but also social.’ 


What the Economy Needs Now? 


In October 2018, thirteen economists‘ got together in the hope that, 
as the country gears up for elections, they could start a conversation by 
identifying a set of policy ideas that might help in the policy visions. 


= _—__$__—— Delhi. 

. d 14 July 2022, New ant 
3. Business Standar de: Peanjul Bhandari. Sajid Chinoy, Maltraash Ghat, Amana Lelie 
5: ‘one ye Mishra, Karthik Muralidharan, Rohini Pande, Eswar } 
Neelkanth Mishra, 


E. Somanathan. 
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They identified eight top challenges facing the economy a 
provided proposals to deal with each.” These have been surnmarised 
he 
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The massive aggregate fiscal deficit of the states and the ¢ 
combined leaves fewer, costlier, resources for private inve: 
We should aim to hit the FRBM (Fiscal Responsibility and 
Management*) suggested 5 per cent of GDP by 2023. This 
be achieved through increased revenues resulting from 
compliance and more progressive taxation, and better 
spending. Any state’s borrowing above agreed limits she 
funded through special bonds free of any federal guarary 
supervising fiscal federalism a Centre-state council mod 
the successful GST Council should be set up. 
Despite massive past government intervention, a 
because of it, three sectors that are distressed toe 
agriculture, power and banking. Farmers do need 
However, the instruments used—loan waivers, in 
without adequate procurement and input price subs 
often aggravate the problem. What is required is—er 
investment in new technologies and irrigation and move 
lump-sums payment to farmers with holdings below 

limit, in the spirit of Telangana’s Rythu Bandhu scheme. § 
for distressed state-owned power distribution compar 


well known solutions—better metering, less d 
of both power and ener 


7 BY inputs, and the use of new, | 
technologies for distributed production and decent 
distribution. All these require rethinking the governme 
as will any sustainable solution to banking sector distre 

We need a better business environment—whether 
the jobs for those leaving agriculture, urban schoo 
universities, or to promote our miser. inadequate ex 

Sustainable growth requires more ice but less burd, 
regulation. The cho ing cities and climate 


As government has to provide for benefits md 
best suited to deliver them, to reduce my: - 
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burden, government should move towards cash transfers. As 
a first step, beneficiaries of all specific government subsidy 
programmes should have the choice between cash transfers and 
benefits in kind. 

6. We need more skilled personnel in government—at higher 
levels in technical areas like digitization, trade negotiation and 
environmental regulation, but also at lower levels outside the 
larger cities. 

7. The Right to Education Act focuses on input oC 
schools that have little bearing on learning outc = 
have deteriorated alarmingly. Lennie rie 
focus, with all schools, wa Se 
delivering a minimum level of b 

8. We need to address the coming ex 
diseases which will require eng 
providers. The vast 
1 put the e 
and pushed te os Is p 

Rakesh Mohaaa 

focus attention o 
achievement of a 
become comr 
a degree of cor 
upper mide 
must " : pape 
the key ‘owth back to 8-9 per 
cent; | in financi: savings, and 
inve d tax revenues, along 
i te ahoteen the need 
sector to rekindle investment, 
etitive manufacturing sector. 
sof a Beakieti- competitive exchange 
lem Sof long overdue bold land and labour 
fr asing manufactured exports, and a focus on 
one development. Efficient growth promoting private 
s the next generation of reforms to concentrate 
Pana Technical strengthening necessary to empower 
Pn levels, which enables it to ensure delivery of essential 
and services, particularly in health and education. 

has perhaps been some disenchantment with growth as a 
«poled objective because: 
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‘ There has been inadequate generation of employme 
“Jobless Growth”. 

. Growth impulses have not been transmitted a¢ 
agriculture on which at least half the populat 
leading to widespread agricultural distress. 

. There is inadequate access for the vast majority of 
to basic services such as water, sanitation, health an 

Rakesh Mohan’s paper has argued in favour of a g 
focus that takes account of these issues. Progress on each ¢ 
problems can only be made if there is a new thrust on gro 
economic policy in which the government recognises it 
role in providing essential public goods and services. The 
of labour augmenting investment in both agriculture 
also needs a new policy focus along with more efficient 
functioning and the provision of essential infrastructure, Ré 
services, all designed to enable the private sector to revi 
spirits for enhanced investment and growth. 

Such a reorientation of policy will need enhanced 
expenditures in both public investment for public goods 
and for the provision of universal basic services. This 
distinguished from “Universal Basic Income” (UBI) that 
considerable policy support in recent times from both ece 
policymakers alike. If the vast majority of people do have 
services there would be little demand for UBI, remarks Rak 


In a recently published paper Montek Singh Ahluwalia, re 


Another important lessons from 1991 is that we need ton 
from a “long list of reforms” approach towards a more strategic 
focussing on the most critical reforms needed immediately. 
reforms succeeded because they were structured around a co 
of mutually supportive reforms. The need for mutually 
reforms—abolition of license permit Raj, delicensing 
goods imports by efficient management of BoP by shift 

determined exchange rate. All these steps were carefully ce 
and implimented over a short period. A similar priority list 
according to Ahluwalia would be banking sector reforms ; 
giving Reserve Bank of India the same regulatory control 
that it has over private sector banks. The insolvency and B, 
Code (IBC)—a key reform where operation was temporaril 
hold because of pandemic and it needs to be resumed. Another 
of implimenting mutually supportive reforms is the interrel 
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revenues calls for a second look at the Goods and Services Tax (GST) 


regime, GST is a major reform and it was expected to generate greater tax 
buoyancy. It has not done so. Its rate structure and exclusions need to be 
reviewed. An important lesson from 1991 reforms is that tax reforms are 
best evolved by an expert group outside government. 

The 1991 reforms helped the economy stave off a crisis and then b 

It is time to outline a credible new reform agenda that will not 
GDP back to pre-crisis levels, but also ensure growth rates higher 
had when it entered the pandemic. 


If macro-economic stabilisation, in terms of both fisca 
inflation, can indeed be achieved over the next cou 

with a change in the composition of expenditu 
projections presented in Rakesh Mohan’s ¢ 

the realms of feasibility that the Indian 
per cent growth path for a sustained pe 
future, This would then begin to replicat 
exhibited by East and South Bast Asian « 
the immediate past and Japan in 1 
ahead will be more diffieult now in new 
ylobal economic growth and in glo! 7 
pandemic spreading with alarming, 1 
economic activity to a 

restrictions on mov 
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undermined confidence in the future. As restrictions begin te 
the path to recovery remains highly uncertain and vulnerable t 
wave of infections. According to OECD Report, with or witho 
outbreak, the consequences will be severe and long lasting. 
The COVID-19 pandemic spread with alarming speed 
millions and bringing economic activity to a near-standstill a 
imposed tight restrictions on movement to halt the spread o 
The June 2020 Global Economic Prospects describes both the 
and near-term outlook for the impact of the pandemic and 
term damage it has dealt to prospects for growth. The baseli 
envisions a 5.2 per cent contraction in global GDP in 2020, us 
exchange rate weights—the deepest global recession in decad 
the extraordinary efforts of governments to counter the do 
fiscal and monetary policy support. Over the longer horizo 
recessions triggered by the pandemic are expected to leave 
through lower investment, an erosion of human capital throug 
and schooling, and fragmentation of global trade and supply 
The crisis highlights the need for urgent action to ¢ 
pandemic’s health and economic consequences, protect 
populations, and set the stage for a lasting recovery, Fo 
market and developing countries, many of which fac 
vulnerabilities, it is critical to strengthen public health syste 
the challenges posed by informality, and implement reforr 
support strong and sustainable growth once the health crisis 


ADB Cuts FY2023 Growth Forecast to 
7.2 per cent Over Surging Inflation’ 


Asian Development Bank (ADB) cut its growth estimat 
cent from 7.5 per cent, citing higher inflation and subsequen 
tightening by the central bank. 

India's GDP growth moderated to 4.1 per cent in Ma 
of FY2022 on “disappointing” growth in private consump 
contraction in manufacturing. | 

According to ADB, private investment will soften due te 
cost of borrowing for firms as the Reserve Bank of India (RB 
to raise policy rates to contain inflation. ‘ 

On the supply side, higher commodity prices would boc 

industry's revenues. “But manufacturing firms will bear t 
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by Covid-19 since 2020, will do well in FY2022-23 and beyond as the 


economy opens up and travel resumes. Even so, growth in PFY2023-94 jg 
revised down to 7.8 per cent (from 8% estimated earlier)”. 


Figure 38.5 
India’s GDP Growth Forecasts (% YoY) 2022-23 
91% 8 oo 0 
1/9 et c8 ce ks §9 25 


me 7.2 


=e 


oe¢ 


5 FESR 


=e 


Fitch World CRISIL s@p 
Bank 


Source: BS Research; Business Standard, 22 July 2022. 


“A substantial slowdown in global growth could hurt exports, 
manufacturing activity, and employment prospects, and cause turbulence 
in financial markets”. 

Industry body FICCI in its Economic Outlook Survey (July 2022) 
reduced India’s median GDP growth forecast to 7 per cent from 7.4 per 
cent estimated in April—within a range of 6.5 per cent to 7.3 per cent— 
blaming geopolitical uncertainty and its repercussions for the Indian 
economy. 

RBI Governor Shaktikanta Das stated (May 12, 2023) that the 
_ central bank stands by its FY2024 GDP growth forecast of 6.5 per cent 
_ even as some international agencies, including IMF have projected lower 
Srowth rates and that he has shared its rationale with global agencies. 
“The country’s GDP is expected to grow 7 per cent in FY2023. For the 
Current year (FY2024), RBI’s projection stands at 6.5 per cent and RBI 
quite optimistic and fairly confident that the actual growth will be 
close to that,” As stated by the Governor RBI if this growth projection 


Materialises, 15 per cent of the world’s growth in the current financial 
year will come from India, “which is not a mean achievement”. 


Figure 38.6 
India’s FY2024 GDP Growth Forecast (%) 
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The agency pointed out that while the Centre is committed to 

-hing a fiscal deficit target of 4.5 per cent of GDP by FY2026, thers 
~ a road map on how that will be achieved. “We believe it will be 
. ‘il enging to achieve this target, which would require accelerated 
jnsolidation of 0.7 percentage points per year in FY2025 and FY2026, 
“ompared with 0.3 bps in FY2023 and 0.5 bps in FY2024.” 
cc Fitch also cut its estimate of FY2023 current account deficit to 2.8 

er cent of GDP from 3.3 per cent, and forecasts a 15 teat aie a 

se FY2024. “The improvement is driven by robust services exp 
and buoyant remittar ces comt 2 ) 
from declining oil p ae 
technology firms havea 
offshored back-office 
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Telangana and Haryana came second and third in the major 
category. Chhattisgarh was last in the category. In Northeast and Hil 
states category, Uttarakhand and Meghalaya came in second and third 
Delhi and Anadaman & Nicobar Islands were second and third in the 


and city-states category, respectively. 


Table 38.7 
Global Growth is Projected to Slow Further 


Average 2021 2022 2023 2024 2022 2023 2024 
2013-2019 Q4 Q4 Q4 


Real GDP Growth’ 

World? 3.4 i ee 2.2 ys 
G20? 3.5 62 3a 2.2 2.7 
OECD? 2.2 56 2.8 0.8 1.4 
United States 2.4 55° “Le 0.5 1.0 
Euro Area 1.9 | 53°? fie 0.5 1.4 
Japan 0.8 16 16 1.8 0.9 
Non-OECD? 4.4 62. SA 3.3 3.8 
China 6.8 | 81 ose 4.6 4.1 
India? 6.8 8.7 6.6 5.7 6.9 
Brazil -0.4 49 28 1.2 1.4 
OECD Unemployment Rate* 6.5 6.2 5.0 5.3 5.5 

Inflation’ 
G20" 3.0 39... 84 6.0 5.4 
OECD®’ 1.6 38 9.4 6.5 5.1 
United States® 1.4 40 6.2 3.5 2.6 
Euro Area® 0.9 26 £83 6.8 3.4 
Japan’ 0.9 O02 23 2.0 1.7 
OECD Fiscal Balance”® -3.2 73 ‘3.1 “38 "=a 


World Real Trade Growth’ 3.4 10.0 54 2.9 3.8 


Note: 1. Per cent; last three columns show the change over a year earlier. 
. Moving nominal GDP weights, using purchasing poower parties. 
Fiscal year. 

. Per cent of labour force. 

Headline inflation 

Moving nominal private consumption weihts, using purchasing power parties. _ ae 
Harmonised consumber price index. ere 

. Per cent of GDP 

OECD Economic Outlook, Volume 2022,Issue2 
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The index had new indicators this year, taking the total to 66. The 
, edition had 36 indicators. As Niti Aayog stated, it has tried to match 
— dicators to the 80 in the Global Innovation ; 
"a = index rated India’s overall performance On the 66 indicators, 
oting that the performance as a whole is “low but we are ambitious to 
= into the top 25 nations on the Global Innovation Index. 
~ Brom tHe eg position in 2017 in the Global innovation Index, 
india has reached the 46th spot in 2021. India was ranked first 
central and South Asian nations and second among the lower-middle. 
income countries, the report added. 

The World Bank in its Indian Development Report titled: Navigating 
the Storm 2022-23 upgraded the growth forecast for India’s economy 
in 2022-23 to 6.9 per cent. In October 2022 World Bank had cut India’s 
GDP growth forecast to 6.5 per cent from 7.5 per cent earlier. In its 
latest growth projection, the Bank expects India’s economy to grow 


at a slightly slower rate of 6.6 per cent in 2023-24 due to challenging 
i external environment and faltering global growth. 


Outlook: 2023-24 


India’s recovery from the pandemic was relatively quick, and growth 
in the upcoming year will be supported by solid domestic demand and 
a pickup in capital investment. The current growth trajectory will be 
supported by multiple structural changes th 
over the past few years. 

Even as India’s outlook remains bright, global economic prospects 
for the next year have been weighed down by the combination of a 
unique set of challenges expected to impart a few downside risks. Multi- 
1 high inflation numbers have compelled central banks across the 

é to tighten financial conditions. The impact of monetary tightening 
is beginning to show in slowing economic activity, especially in Advanced 
Economies. Besides this, adverse spillovers from the prolonged strains in 
Supply chains and heightened uncertainty due to geo-political conflict 
ave further deteriorated the global outlook. Hence, global growth is 
forecasted to slow from 3.2 per cent in 2022 to 2.7 per cent in 2023 as 
Per IMF’s World Economic Outlook, October 2022. A slower growth in 
€conomic output coupled with increased uncertainty will dampen trade 
8rowth. This is seen in the lower forecast for growth in global trade by 


the World Trade Organisation, from 3.5 per cent in 2022 to 1.0 per cent 
In 2023, 


at have been implemented 
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In closing as rightly remarked by Kelkar (2019): 


The deep determinants of remarkable growth experience of ours ha 
been institutions, demographic transition, modern technology and 
accumulation of both human and physical capital. In my view, the mos’ 
important of these factors has been our democratic framework, a 
foundational institution. Our democracy has proved to be sine qui 
non for effectively formulating key economic policies and conductir 
policy reforms in a country that is so diverse. It is also of fundament: 
importance for maintaining social harmony. I cannot overemphasise th 
need for maintaining continuous vigilance to safeguard social harme 
in our highly diverse society. In this endeavour, the “majoritarianis: 


will need to be eschewed. As the proverb goes “United stand 
divided we fall”. : ee 7 
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